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SERIOUS  POLICY  AND  MANAGEMENT  PROB- 
LEMS: TRANSITION  RECOMMENDATIONS  AND 
HIGH  RISK  REPORTS 


FRIDAY,  JANUARY  8,  1993 

U.S.  Senate, 
Committee  on  Governmental  Affairs, 

Washington,  DC. 

The  Committee  met,  pursuant  to  notice,  at  9:32  a.m.,  in  room 
SD-342,  Dirksen  Senate  Office  Building,  Hon.  John  Glenn,  Chair- 
man of  the  Committee,  presiding. 

Present:  Senators  Glenn,  Sasser,  Lieberman,  and  Roth. 

OPENING  STATEMENT  OF  SENATOR  GLENN 

Chairman  Glenn.  The  hearing  will  be  in  order. 

This  is  the  first  of  our  hearings  of  1993,  and  we  have  one  new 
member  on  our  Committee  on  the  Democratic  side.  Senator  Dorgan 
of  North  Dakota.  We  want  to  welcome  him  to  the  Committee.  Also, 
I  know  that  Senator  Cochran  of  Mississippi  is  coming  on  the  Re- 
publican side,  and  I  am  not  sure  who  the  other  new  member  is 
going  to  be  on  the  Republican  side  yet,  but  we  want  to  welcome 
them  to  our  Committee  and  the  activities  of  this  new  year. 

Over  the  next  4  days,  the  Governmental  Affairs  Committee  will, 
through  today's  hearing  and  the  upcoming  confirmation  hearings, 
be  taking  a  look  at  the  whole  panoply  of  economic  and  governmen- 
tal management  problems  America  now  confronts,  and  we  hope  to 
hear  next  week  how  the  incoming  Clinton  administration  plans  to 
handle  these  problems. 

Basically,  fat,  fraud,  waste  and  abuse — that  summarizes  what 
most  of  this  is  about  today;  how  do  we  get  efficiency  into  Govern- 
ment. It  is  a  subject  of  debate  in  every,  single  election  campaign 
that  I  have  heard  of  for  years  and  years  and  years.  But  defining 
and  quantifying  and  doing  something  about  it  has  proven  to  be 
very,  very  difficult.  That  is  the  basic  subject  that  we  address  today. 

We  begin  our  hearing  this  morning  with  testimony  by  Comptrol- 
ler General  Charles  Bowsher  and  his  associates,  who  will  discuss 
the  content  of  a  set  of  transition  recommendations  and  high  risk 
reports.  The  transition  reports  follow  up  on  a  similar  series  done 
by  the  General  Accounting  Office  (GAO)  4  years  ago,  and  the  Gov- 
ernment's high  risk  problems  is  an  area  where  this  Committee  has 
done  a  great  deal  of  work  along  with  GAO. 

On  Monday  and  Tuesday,  the  11th  and  12th  of  January,  we  will 
hold  a  confirmation  hearing  on  the  nomination  of  Congressman 
Leon  Panetta  to  be  Director  of  the  Office  of  Management  and 
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Budget.  On  Wednesday,  January  13th,  we  will  hold  a  hearing  on 
the  nomination  of  Alice  Rivlin  to  be  0MB  Deputy  Director.  These 
are  not  officially  Cabinet  posts,  but  I  can  tell  you  my  own  opinion 
is  that  0MB  is  the  second  most  powerful  spot  in  Government, 
second  only  to  the  President  himself,  because  it  is  where  all  the 
policies  and  all  the  budget  decisions  are  made,  where  the  rubber 
meets  the  road  in  effect,  and  where  we  put  Government  operation 
into  swing  for  the  people  of  this  country. 

Many  of  the  budget,  economic  and  management  issues  to  be 
raised  in  the  hearings  next  week  are  discussed  in  the  transition 
and  high  risk  reports  we  will  talk  about  today,  and  I  do  hope  the 
administration  reads  them  and  acts  on  them;  in  fact,  I  intend  to 
press  President-elect  Clinton  to  make  sure  that  members  of  his 
Cabinet  receive  these  reports  and  develop  plans  to  solve  the  prob- 
lems that  GAO  describes. 

As  the  Comptroller  General  knows,  this  is  not  the  first  time  we 
have  gathered  here  to  discuss  the  Government's  serious  manage- 
ment problems.  For  the  past  15  years,  this  Committee  has  taken 
the  lead  in  attempting  to  solve  these  issues,  and  our  oversight  led 
us  to  push  for  the  enactment  of  several  important  laws  which  have 
strengthened  Federal  management. 

The  Committee  was  responsible  for  the  Inspectors  General  Act 
and  its  followup  amendments,  which  have  placed  60  IGs  in  Federal 
agencies  to  ferret  out  the  waste,  fat,  fraud  and  abuse.  I  would  add 
the  year  before  last,  I  think  it  was,  through  the  IGs,  there  were 
6,177  successful  prosecutions  over  at  Justice  pursuant  to  actions 
brought  by  the  IGs  and  close  to  $800  million  recovered.  And  that  is 
only  the  beginning. 

Then  we  saw  the  need  for  the  Chief  Financial  Officers  Act,  which 
in  1990  created  CFOs  in  23  agencies  and  in  OMB,  to  finally  im- 
prove the  Government's  financial  management  capabilities.  I  know 
that  the  Comptroller  General  was  supportive  of  that,  helped  us 
work  on  that  legislation,  and  said  in  public  testimony  here,  I  be- 
lieve, that  he  thought  that  was  the  best  step  forward  in  financial 
management  in  the  Government  in  the  last  40  years — I  believe 
that  is  an  accurate  quote  of  the  Comptroller  General's  statement. 

Mr.  BowsHER.  It  is. 

Chairman  Glenn.  So  we  intend  to  see  that  these  things  get  fol- 
lowed through. 

We  now  have  CFOs  in  23  agencies  and  in  OMB,  and  we  were  also 
responsible  for  the  Financial  Managers  Financial  Integrity  Act. 
That  is  an  effort  that  since  1982  has  produced  more  than  3,000 
identifications  of  agency  management  weaknesses.  Indeed,  the 
framework  for  management  improvement  is  in  place  and  has  been 
for  a  while;  it  just  needs  the  Clinton  administration's  commitment 
for  effective  change  to  finally  work  the  way  that  we  had  intended 
it  to. 

We  will  hear  from  Mr.  Bowsher  in  a  few  minutes,  but  let  me 
first  say  just  a  word  about  these  reports  and  their  contents. 

I  think  anyone  who  has  read  through  these  reports — they  are  not 
too  lengthy;  it  is  easy  to  do,  and  I  would  commend  them  to  the 
press  and  to  anyone  else  who  is  concerned  about  efficiencies  of  Gov- 
ernment— anyone  who  reads  the  reports  can  only  conclude  that 


this  country,  great  as  it  is,  the  greatest  Nation  in  the  world,  great 
as  it  is,  its  Government  is  in  trouble. 

Serious  problems  continue  to  hurt  virtually  every  area  of  public 
policy,  from  the  disastrous  budget  deficit  to  the  quality  of  the 
public  work  force,  from  the  inadequate  investment  in  our  economy 
and  infrastructure,  to  the  management  of  billions  of  dollars  in  Fed- 
eral programs  and  services. 

It  is  frustrating  to  me,  personally,  and  to  all  of  us  on  this  Com- 
mittee, that  GAO's  transition  reports  4  years  ago  outlined  what 
today  remain  some  of  the  Nation's  most  critical  unresolved  issues. 

Perhaps  more  troublesome,  in  many  of  these  areas  we  are  in 
worse  shape  now  than  we  were  at  the  last  Presidential  inaugura- 
tion. The  budget  deficit  is  a  typical  but  not  unique  example  of  the 
country's  worsening  condition.  Four  years  ago,  the  unified  Federal 
budget  deficit  was  $155  billion,  or  3.2  percent  of  the  Nation's  gross 
domestic  product.  Since  then,  the  deficit  has  grown  to  $310  billion 
in  fiscal  1992,  or  4.9  percent  of  gross  domestic  product.  And  if  you 
subtract  the  $96  billion  Social  Security  Trust  Fund  behind  which 
we  hide  this  massive  hole  we've  dug  for  ourselves,  the  true  Federal 
deficit  for  fiscal  1992  is  closer  to  $400  billion. 

Another  example  we  have  long  been  concerned  about,  but  done 
little  to  solve,  is  our  dwindling  rate  of  national  capital  investment. 
And  for  this  country  to  be  internationally  competitive,  we  must 
boost  our  national  savings  rate  and,  most  importantly,  our  invest- 
ment for  capital  expenditures. 

The  numbers  unfortunately  continue  to  drop,  and  the  Nation's 
capital  investment  rate  now  stands  at  an  historic  low  of  16  percent 
of  gross  domestic  product — less  than  one-half  the  comparable  in- 
vestment rate  of  Japan,  lower  than  Germany,  Canada,  and  most  of 
our  major  trading  partners. 

This  gap  in  investment  spending  has  steadily  widened  since  1985 
and  its  continued  neglect  will  undermine  further  this  country's 
competitive  future. 

Let  me  also  express  my  concern  with  the  unsatisfactory  state  of 
Government  management  in  general.  If  there  is  one  thing  I  get  in 
reading  through  all  these  reports — and  I  haven't  read  every  one  of 
them  completely  yet,  but  I  have  been  through  a  number  of  them — 
and  if  there  is  one  thing  that  strikes  me,  it  is  that  we  have  a  low 
state  of  management  capability  almost  across  every  branch  of  Gov- 
ernment. 

This  Committee  and  others  in  the  Congress  have  held  numerous 
hearings  on  the  fraud,  waste,  and  abuse,  and  the  general  misman- 
agement in  too  many  Federal  agencies.  The  transition  and  high 
risk  reports  document  the  poor  state  of  Federal  management.  Ne- 
glect, indifference,  and  turnover  among  top  leadership — I  think  it 
is  still  a  valid  figure  that  we  have  on  average  a  21-month  turnover 
in  top  leadership  across  the  departments  of  Government.  People 
come  in  to  get  their  tickets  punched,  get  something  in  their 
resume,  their  dossier,  or  whatever,  and  off  they  go  to  something 
else.  And  21  months  is  not  enough  time  for  a  person,  either  in  busi- 
ness or  in  Government,  to  get  hold  of  something  as  big  as  a  Gov- 
ernment department,  turn  it  around,  get  it  going,  and  put  it  on  an 
efficient  basis.  And  then  we're  onto  somebody  new  coming  in.  You 
couldn't  do  that  in  private  business  with  organizations  of  this  size. 


and  you  can't  do  it  in  Government,  either.  This  just  perpetuates 
problems  that,  with  proper  attention,  could  be  solved. 

Thus,  the  Government's  extensive  problems  in  financial  manage- 
ment, in  computers  and  information  management,  in  contract 
management,  in  personnel  and  program  performance,  largely  could 
be  solved  if  top  managers  would  focus  on  management  as  a  neces- 
sary part  of  their  job  and  view  their  responsibilities  in  terms  of 
stewardship  and  capacity  building  for  their  departments  or  agen- 
cies. 

Our  challenge  and  our  responsibility  is  to  make  America  ready 
for  the  21st  century.  We  will  be  inaugurating  a  new  President  in  a 
few  days  who  I  believe  has  the  vision  to  do  that.  We  must  rebuild 
our  economy  and  focus  on  investment  and  our  future;  we  must 
ensure  that  basic  services  such  as  health  care  are  available  for  all 
our  citizens,  and  we  must  also  insist  on  a  more  productive  public 
sector  in  which  Government  agencies  are  given  the  capacity  to  ac- 
complish their  mission  in  return  for  delivering  services  that  more 
effectively  meet  public  needs. 

We  have  just  come  through  the  holiday  seasons,  and  I  guess  in  a 
way,  GAO's  transition  reports  remind  me  a  little  of  Dickens' 
Christmas  Carol,  in  which  you  will  remember  Scrooge  asks  near 
the  end  whether  the  nasty  visions  of  Christmas  Future  are  visions 
that  must  be,  or  simply  might  be — depending  on  changes  in  his 
conduct. 

We  could  almost  say  we  are  in  the  same  situation  here  as  far  as 
Government  goes.  Likewise,  the  problems  that  GAO  depicts  do  not 
have  to  be — do  not  have  to  be — part  of  our  future.  We  can  change. 
In  fact,  I  don't  think  anjrthing  less  than  the  quality  of  our  whole 
future  depends  on  our  changing,  and  I  hope  that  a  new  administra- 
tion and  a  new  Congress  can  break  the  gridlock  we  have  had  and 
take  us  into  the  next  century  prepared  to  meet  those  challenges. 

So  as  always,  we  are  pleased  to  have  the  Comptroller  General 
here  this  morning,  and  we  look  forward  to  his  testimony. 

Senator  Roth,  do  you  have  any  comments  this  morning?  I  com- 
mented in  starting  out  this  morning,  Bill,  that  Thad  Cochran,  as  I 
understood,  was  coming  on  the  Committee,  and  I  think  there  is  still 
another  vacancy;  Byron  Dorgan  is  coming  on  our  side.  I  welcomed 
them  to  the  Committee,  and  I  don't  know  whether  you  have  any 
new  information  to  tell  us  in  that  regard  this  morning. 

Senator  Roth.  No,  Mr.  Chairman,  I  have  no  specific  information 
beyond  Thad  Cochran. 

OPENING  STATEMENT  OF  SENATOR  ROTH 

Mr.  Chairman,  there  appears  to  be  a  new  phrase  which  has  re- 
cently entered  the  lexicon  of  public  policy  discourse — that  of  "Rein- 
venting Government."  It  is  more  than  just  the  title  of  a  best-selling 
book  acclaimed  by  the  new  President-elect.  It  is  a  phrase  that  has 
come  to  encapsulate  a  new  thinking  about  how  Government  can 
best  deliver  services  to  the  public. 

The  principles  espoused  are  neither  partisan  nor  ideological. 
They  are  simply  a  way  to  change  fundamentally  how  Government 
does  business  so  that  it  is  more  efficient,  effective,  and  responsive. 


Most  of  these  principles  require  the  kinds  of  major,  broad-scope 
reforms  of  the  executive  branch  over  which  this  Committee  has  ju- 
risdiction. They  begin  first  with  a  notion  that  when  Government 
spends  money,  it  ought  to  be  held  accountable  for  achieving  speci- 
fied levels  of  services.  That  is,  Government  programs  should  have 
measurable  goals  and  report  actual  results.  And  out  of  that  funda- 
mental principle,  a  principle  rarely  honored  at  present  within  the 
Federal  Government,  flow  a  variety  of  other  ideas,  such  as  per- 
formance-based budgeting,  greater  managerial  discretion  in  admin- 
istering programs,  pay  for  performance  and  other  personnel  system 
reforms,  as  well  as  a  major  reorganization  of  the  executive  branch. 

Now,  in  reviewing  the  GAO  transition  reports  which  deal  most 
directly  with  matters  under  the  legislative  jurisdiction  of  this  Com- 
mittee, I  see  that  they,  too,  call  for  a  number  of  these  same  re- 
forms. Four  of  these  reports,  for  example,  each  emphasize  the  need 
for  good  information  on  the  measurable  results  of  program  activi- 
ties— the  reports  on  Government  management,  financial  manage- 
ment, program  evaluation,  and  information  management  and  tech- 
nology. 

Clearly,  program  performance  measurement  is  central  to  good 
Government.  That  is  the  reason  I  introduced  legislation  on  this  2 
years  ago. 

The  transition  report  on  the  public  service  also  addresses  the 
need  for  a  more  systematic  focus  on  Government  performance.  It 
recommends  that  pay  for  performance  be  made  an  effective  part  of 
our  Federal  personnel  system.  It  is  time  we  give  serious  consider- 
ation to  establishing  a  stronger  link  between  individual  perform- 
ance and  personal  compensation,  particularly  for  managers,  that 
this  be  related  to  program  performance. 

Just  as  it  is  fundamental  that  an  organization  ought  to  have 
goals,  it  is  also  fundamental  that  individuals  ought  to  be  compen- 
sated based  on  how  well  they  meet  the  goals  of  the  organization. 

The  report  on  budget  issues  makes  the  point  that  in  our  effort  to 
eliminate  the  deficit,  we  need  to  find  ways  to  achieve  program 
goals  at  less  cost.  Again,  this  presupposes  that  Federal  programs 
have  goals,  which  few  now  do.  And  when  they  do,  we  can  begin  to 
move  forward  toward  another  important  Government  reform — per- 
formance-based budgeting.  Then  we  will  be  able  to  see  what  specif- 
ic effects  each  proposed  increase  or  decrease  in  program  funding 
should  have  on  program  performance,  and  we  will  likely  also  find 
that  in  being  held  accountable  for  meeting  performance  goals,  Fed- 
eral programs  will  indeed  begin  to  do  more  with  less,  especially  if 
managers  are  given  the  freedom  to  innovate. 

The  budget  report  highlights  a  number  of  problems — the  present 
budget  process  and  format,  including  the  poor  anticipation  and  pro- 
jection of  long-term  financial  obligations;  the  reform  of  the  budget 
process;  civil  service  and  personnel  system  reforms;  program  per- 
formance measurements.  These  are  all  issues  squarely  within  the 
jurisdiction  of  our  Committee,  and  they  ought  to  be  among  our  pri- 
orities in  the  new  Congress;  so,  too,  should  be  the  reorganization  of 
the  executive  branch.  As  the  transition  report  on  Government  per- 
formance states,  "Efforts  to  restructure  the  executive  branch  will 
need  to  be  rejuvenated  in  order  to  better  focus  resources  of  Govern- 
ment on  accomplishing  specific  missions." 


I  have  introduced  in  the  past  and  will  be  introducing  legislation 
to  accomplish  such  a  restructuring,  and  I  hope  the  Committee  will 
agree  that  this  is  central  to  helping  Government  increase  perform- 
ance while  reducing  cost. 

In  that  regard,  I  am  pleased  to  see  that  two  transition  reports — 
those  on  commerce  issues  and  international  trade — urge  restruc- 
turing of  our  executive  branch  trade  functions.  As  you  know,  I 
have  been  a  strong  proponent  of  trade  reorganization  for  many 
years  and  intend  to  reintroduce  my  act  in  the  coming  weeks. 

I  agree  with  GAO's  conclusion  that  there  is  a  need  to  develop 
and  implement  a  comprehensive  Government  strategy  for  export 
promotion  programs  which  are  currently  spread  among  several 
agencies. 

I  am  also  interested  to  note  that  GAO  characterized  the  Depart- 
ment of  Commerce  as,  "likely  facing  the  most  complex  web  of  di- 
vided authorities"  within  our  Government.  They  concluded  that 
the  current  components  of  Commerce  need  to  be  carefully  exam- 
ined with  an  eye  toward  spinning  off  or  eliminating  those  compo- 
nents that  do  not  fit. 

I  agree  whole-heartedly  and  would  urge  the  Committee  on  Gov- 
ernmental Affairs  to  take  up  the  issue  of  trade  reorganization  in 
the  coming  months.  Many  of  the  transition  reports,  however,  deal 
with  problems  in  specific  Government  programs  not  within  this 
Committee's  legislative  jurisdiction.  Those  problems,  we  can  spot- 
light, but  not  address  individually. 

But  the  real  issues  in  making  Government  work  better — and 
these,  we  can  address  on  a  Government-wide  basis — we  can  reorga- 
nize Government  agencies;  we  can  reform  their  personnel  systems, 
their  budget  systems,  their  performance  systems.  For  example,  I 
have  introduced  defense  acquisition  reform  legislation  which  em- 
bodies the  principles  of  setting  program  performance  goals,  stream- 
lining a  set  of  840  standard  operating  procedures  to  focus  on  goals 
and  giving  managers  more  administrative  flexibility  to  meet  those 
goals,  rewarding  them  under  a  pay-for-performance  system,  and 
right-sizing  a  layer  of  bureaucracy  through  a  major  reorganization. 

This  proposal  addresses  the  kinds  of  problems  that  GAO  consid- 
ers high  risk  and  illustrate  the  reforms  we  ought  to  be  making 
Government-wide.  In  other  words,  if  we  think  in  terms  of  the 
whole  forest,  not  just  individual  trees,  this  Committee  can  truly 
reinvent  the  way  the  Federal  Government  does  business.  And  in 
doing  so,  we  can  begin  to  fix  many  of  the  problems  we  hear  about 
today  that  might  otherwise  be  beyond  our  direct  reach. 

Mr.  Chairman,  I  have  some  additional  comments,  but  I  would 
ask  they  be  included  as  if  read. 

Chairman  Glenn.  They  will  be  included  in  the  record.  I  also 
want  to  enter  into  the  record  a  statement  by  Senator  Carl  Levin, 
who  asked  that  it  be  included  in  the  record.  We'll  do  that  without 
objection. 

Prepared  Statement  of  Senator  Levin 

I  would  like  to  thank  Chairman  Glenn  for  holding  a  hearing  on  the  General  Ac- 
counting Office  (GAO)  transition  recommendations  and  high-risk  reports  as  he  has 
done  in  the  past.  It  gives  us  an  opportunity  to  draw  on  the  knowledge  and  expertise 
of  the  GAO  as  we  consider  ways  to  "reinvent"  our  government  to  more  effectively 


serve  the  American  people.  It  is  especially  relevant  as  we  start  off  this  new  year 
with  a  new  Administration  and  a  new  Congress  with  so  many  freshmen  members. 

We  can  all  identify  with  the  challenging  task  of  making  sound,  workable  recom- 
mendations in  such  "simple"  areas  as  health  care  reform,  education,  trade  policy 
and  the  U.S.  role  in  a  post-cold  war  world.  I  want  to  commend  Comptroller  General 
Bowsher  and  his  staff  for  their  work  in  putting  together  these  comprehensive  and 
useful  reports  to  assist  us  in  this  effort. 

There  is  a  growing  consensus  here  in  Washington  and  certainly  across  the  nation 
that  we  can  not  go  on  the  way  we  have  been.  That  government  has  become  less  and 
less  about  long-term,  effective  service  and  more  and  more  about  short-term,  quick 
fixes  and  borrowing  from  Peter  to  pay  Paul.  We  can  no  longer  afford  to  stick  with 
the  status  quo. 

Government  reform  is  an  on-going  process  as  we  confront  new  problems  and 
greater  demands.  This  Committee  plays  an  important  role  in  that  process.  In  the 
past  we  have  addressed  such  issues  as  management  of  the  defense  inventory  system 
and  passed  the  Chief  Financial  Officers  Act. 

However,  it's  somewhat  like  that  storeroom  that  we  organize  and  then  as  time 
goes  by  and  changes  happen,  we  need  to  organize  again.  We've  started  the  task  but 
it's  going  to  take  a  sustained,  coordinated  effort  to  complete  it.  It  is  not  enough  to 
recognize  and  study  the  problems — we  need  to  act  to  bring  about  real  change. 

It's  time  again  for  us  to  roll  up  our  sleeves  and  get  to  it.  These  reports  and  this 
hearing  provide  a  good  jumping  off  point  for  that  process. 

Chairman  Glenn.  We  are  happy  to  have  with  us  today  not  only 
Charles  Bowsher,  Comptroller  General,  but  he  is  accompanied  by 
Milton  Socolar,  Special  Assistant  to  the  Comptroller  General;  Rich- 
ard Fogel,  Assistant  Comptroller  General  for  Government  Pro- 
grams; and  Donald  Wurtz,  Director  for  High  Risk  Issues  that  we 
are  going  to  be  discussing  today,  in  the  Financial  Accounting  and 
Management  Division  of  GAO. 

We  welcome  you  all  this  morning. 

Mr.  Bowsher,  as  always,  we  look  forward  to  your  testimony.  You 
may  proceed,  please. 

TESTIMONY  OF  THE  HON.  CHARLES  A.  BOWSHER,  COMPTROL- 
LER  GENERAL,  U.S.  GENERAL  ACCOUNTING  OFFICE,  WASHING- 
TON, D.C.,  ACCOMPANIED  BY  MILTON  J.  SOCOLAR,  SPECIAL  AS- 
SISTANT TO  THE  COMPTROLLER  GENERAL;  RICHARD  FOGEL, 
ASSISTANT  COMPTROLLER  GENERAL  FOR  GENERAL  GOVERN- 
MENT PROGRAMS;  AND  DONALD  WURTZ,  DIRECTOR  FOR  HIGH 
RISK  ISSUES,  FINANCIAL  ACCOUNTING  AND  MANAGEMENT  DI- 
VISION 

Mr.  Bowsher.  Thank  you  very  much,  Mr.  Chairman. 

I  am  pleased  that  you  introduced  my  team  because  Dick  Fogel  on 
my  right  is  the  one  who  headed  up  this  really  big  project  of  doing 
the  transition  reports,  and  Don  Wurtz  on  my  extreme  left  is  the 
one  who  headed  up  our  high  risk  effort.  The  GAO  organization  has 
put  a  great  deal  of  work  into  trying  to  summarize  the  work  that  we 
have  done  over  the  last  4  or  5  years  into  these  reports. 

Chairman  Glenn.  Just  before  you  start,  if  you  could  hold  up,  just 
so  people  have  an  idea  of  what  we  are  talking  about  here — high 
risk  areas  are  in  these  reports  here — I  think  there  are  17  of 
those — and  then  28  reports  in  the  transition  series.^  I  just  want 
people  to  know  this  is  quite  a  body  of  work  here,  and  it  is  going  to 
require  a  great  deal  of  analysis. 


•  The  reports  are  retained  in  the  files  of  the  Committee. 
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Before  you  started,  I  just  wanted  people  to  see  what  this  thing 
looks  like  that  we  are  talking  about  here  today. 

Mr.  BowsHER.  Thank  you.  We  have  given  the  press  some  work  to 
do. 

I  have  two  prepared  statements  today — one  on  the  transition  and 
one  on  high  risk — but  I  will  summarize  them  both  and  will  ask 
that  both  of  the  prepared  texts  be  included  in  the  record.  ^ 

Chairman  Glenn.  They  will  be  included  in  the  record. 

Mr.  BowsHER.  Thank  you. 

I  would  like  to  start  where  I  generally  start,  and  that  is  on  the 
budget  deficit.  If  you  will  turn  to  page  3  of  my  transition  testimo- 
ny, you  will  see,  Mr.  Chairman,  to  a  certain  extent  what  you  said 
in  your  opening  remarks,  and  that  is  that  we  were  at  a  $155  billion 
deficit  in  1988,  but  we  are  now  up  to  $300  billion.  And  when  you 
consider  that  we  are  financing  $100  billion  more  through  the  uni- 
fied budget  concept,  we  are  really  running  a  $400  billion  deficit 
right  now  in  our  Federal  Government. 

If  you  look  at  that  chart  you'll  see  that  in  the  outyears,  in  1997, 
it  doesn't  get  any  better.  According  to  the  Congressional  Budget 
Office  figures  issued  last  August,  we  will  stay,  on  a  unified  basis, 
very  close  to  $300  billion,  and  when  you  add  back  the  trust  fund 
surpluses,  you  are  really  at  $400  billion. 

Now,  it  is  interesting  that  yesterday  when  the  President  released 
his  report  on  the  budget,  it  even  looked  more  discouraging  in  the 
outyears  because  they  used  a  technique  of  not  showing  the  infla- 
tion factor  in  the  outyears.  If  you  were  to  do  the  outyears  on  the 
same  basis  that  previous  budget  estimates  were  done,  you  would 
really  see  that  the  unified  deficit  goes  up  in  1998  close  to  $400  bil- 
lion, and  then  the  trust  fund  surpluses  drive  that  up  to  $500  bil- 
lion. So  you  are  really  seeing  a  budget  deficit  picture  that  is  getting 
worse  than  projections  from  the  President,  and  I  am  sure  that  the 
CBO  projections  that  will  be  coming  out  in  a  few  days  will  indicate 
the  same  problem. 

We  tried  to  show  the  effects  of  this  in  our  investment  booklet, 
which  is  the  second  booklet  of  our  transition  series,^  and  if  any- 
body has  that  in  front  of  them,  if  they'd  turn  to  page  12,  they  will 
see  a  very  good  chart  that  shows  just  how  the  savings  of  this  coun- 
try are  being  absorbed  by  this  budget  deficit. 

Senator  Sasser.  Which  booklet  is  that.  General? 

Mr.  BowsHER.  It  is  the  investment  book;  it  is  the  No.  2  book,  and 
it  is  on  page  12. 

Chairman  Glenn.  What  is  its  title — just  "Investment"? 

Mr.  BowsHER.  "Investment,"  that's  correct. 

Chairman  Glenn.  OK. 

Mr.  BowsHER.  What  this  shows — and  this  comes  from  one  of  our 
reports  that  we  did  earlier  in  the  year  for  Senator  Bradley  and 
Senator  Domenici,  and  Senator  Sasser  was  also,  of  course,  one  of 
the  requesters,  and  Congressman  Panetta  and  Congressman  Hamil- 
ton— it  shows  just  what  is  happening  to  the  net  national  savings. 
In  other  words,  more  and  more  of  it  is  being  absorbed  by  our  Fed- 
eral budget  deficit.  You  can  see  that  in  the  decade  of  the  sixties,  we 


'  The  prepared  statements  of  Mr.  Bowsher  appear  on  pages  61  and  92 
2  The  transition  series  booklets  are  retained  in  the  files  of  the  Committee. 


absorbed  very  little;  in  the  seventies,  more;  in  the  eighties,  quite  a 
loit  more,  and  already  in  the  nineties,  it  is  becoming  even  more  se- 
rious. 

So  what  that  means  is  there  is  less  savings  available  for  capital 
formation  in  our  economy. 

If  you  will  move  to  page  16  of  that  same  booklet,  you  will  see 
that  what  is  happening  is  also  a  very  important  factor  which  we 
highlighted  in  a  report  last  summer,  and  that  is  that  the  invest- 
ment part  of  the  Federal  budget  is  going  down,  and  the  consump- 
tion part  is  going  up.  So  even  though  we  are  running  these  very 
large  budget  deficits  and  are  really  spending  a  very  large  sum  of 
money  at  the  Federal  level,  we  are  spending  more  and  more  of  it 
for  interest  and  health  care  and  other  types  of  consumption  costs, 
and  we  are  not  spending  as  much  for  investment  either  in  our  in- 
frastructure or  in  our  human  capital,  you  might  say,  as  we  tradi- 
tionally did. 

Now,  I  would  like  to  take  you  to  page  4  of  my  testimony,  because 
there  I  try  to  outline  what  are  the  major  drivers  that  have  brought 
us  to  this  situation.  I  think  if  you  look  at  the  comparison  of  the 
1981  budget  versus  the  1991  budget,  you  will  see  that  the  defense 
figure  is  up  by  74  percent,  the  net  interest  is  up  by  183  percent, 
and  the  health  care  costs,  both  Medicaid  and  Medicare,  are  up  180 
percent.  And  then  we  also  have  a  big  new  member  of  the  budget, 
you  might  say,  among  the  major  cost  drivers  this  past  4  years,  and 
that  is  the  deposit  insurance,  or  in  other  words,  the  S  and  L  and 
the  bank  problems.  So  these  are  the  ones  which  have  really  driven 
the  deficit  much  higher  than  what  it  was  4  years  ago. 

I  looked  at  the  1992  actuals  in  health  care,  and  again,  they  were 
up  by  20  percent  in  one  year.  So  you  can  see  that  these  are  the 
major  costs  that  we  have  got  to  address  in  the  upcoming  4  years  if 
we  are  going  to  really  make  progress  on  this  budget  deficit  prob- 
lem. 

I  think  we  have  to  go  at  these  major  four  or  five  areas,  in  addi- 
tion to  the  discretionary  costs,  which  are  covered  under  the  Budget 
Agreement  Act  of  1990.  And  on  page  5,  I  also  point  out  that  we 
have  some  complications,  or  some  hidden  costs,  that  are  not  really 
reflected  especially  in  the  defense  area.  We  have  $35  billion  in  po- 
tential weapons  cost  growth;  we  have  $12  billion  in  congressional 
actions  delaying  some  proposed  program  determinations;  we  have 
$5.4  billion  in  funding  for  defense  conversion  to  commercial  activi- 
ties, and  we  have  $60  billion  in  additional  cuts  proposed  by  Presi- 
dent Clinton.  So  to  get  these,  we  are  going  to  have  to  make  some 
very  tough  and  creative  decisions  in  the  defense  area  in  the  next 
few  years.  And  I  think  Secretary-designate  Aspin  yesterday  at  his 
confirmation  hearing  indicated  that  he  was  aware  of  these  addi- 
tional financial  problems  over  there,  and  that  he  might  be  looking 
at  as  much  as  $150  billion  of  costs  that  he  might  have  to  get  out  in 
addition  to  the  official  figures  that  are  now  part  of  the  budget  pres- 
entation. 

So  I  think  that  in  the  defense  area,  you  are  going  to  have  to  look 
at  what  are  the  force  levels,  look  at  the  ways  we  buy  major  weap- 
ons. I  think  Secretary  Cheney  introduced  a  new  concept,  one  that 
some  people  have  argued  for  for  some  time,  and  that  is  that  we 
would  maybe  build  some  of  these  weapons  systems  more  up  to  the 
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prototype  level,  not  produce  them  all,  and  save  money  by  what  we 
do  produce  having  longer  buys,  you  might  say. 

I  think  one  area  that  everyone  has  been  looking  at  for  some 
time,  and  that  we  are  going  to  spend  more  effort  on  here  in  the 
next  couple  of  years  is  the  number  of  different  planes  in  the  tacti- 
cal air  area.  There  are  over  30  planes  now  on  the  drawingboard 
being  looked  at  for  R  and  D  money.  If  they  all  come  into  produc- 
tion, of  course,  it  would  be  a  huge  sum  of  money.  In  five  airplane 
programs  alone,  you  are  looking  at  $400  billion  of  potential  cost.  So 
these  are  the  areas. 

Now,  this  Committee,  I  think,  really  got  us  looking  properly  at 
the  defense  inventories  last  year,  and  we  made  some  major  savings, 
and  I  want  to  thank  the  Committee  again  for  their  support  in  that 
area.  But  as  Senator  Roth  said,  I  think  modernizing  is  an  area  that 
really  needs  to  be  reinvented.  Our  private  sector  has  figured  out 
how  to  reduce  inventories  dramatically  compared  to  the  way  they 
used  to  do  it,  and  I  think  our  military  services,  who  are  now  look- 
ing at  some  of  these  approaches,  have  got  to  be  willing  to  consider 
some  of  the  new  approaches  to  that. 

On  the  reduction  of  the  military  bases,  we  are  working  very 
closely  with  the  Base  Closure  Commission,  as  well  as  on  the  reduc- 
tion of  overhead  staff,  and  cost  overruns  on  some  of  our  existing 
weapons  systems.  These  are  all  issues  that  we  at  GAO  will  be  look- 
ing at  in  the  next  few  years  as  we  have  been  in  the  past. 

Now,  I  think  one  of  the  biggest  areas  facing  us  is  the  area  of 
health  care.  Everybody,  of  course,  all  through  the  campaign  and 
now  recently,  is  focusing  on  health  care.  As  you  can  see  from  my 
chart  on  page  4,  it  is  truly  the  single  biggest  driver  on  the  domestic 
side  of  our  Federal  budget.  It  also,  I  believe,  is  the  biggest  single 
driver  in  State  and  local  Government  budgets.  If  you  meet  with 
any  Governors,  they  will  tell  you  what  a  problem  this  has  become 
for  them,  and  also  in  the  private  sector,  many  of  the  large  corpora- 
tions, especially  the  older  corporations,  like  the  automobile  indus- 
try and  the  steel  industry,  are  having  a  very  tough  time  coping 
with  the  ever  increasing  health  care  costs. 

We  are  up  now  close  to  14  percent  of  our  GDP  in  this  country 
being  spent  on  health  care,  rapidly  heading  to  15  percent  and  it 
could  be  as  much  as  18  percent  by  the  year  2000. 

Europe  and  Canada  are  still  around  8  to  9  percent;  Japan  is  at  6 
percent.  So  there  is  really  quite  a  differential  here  on  what  we  are 
spending  on  health  care,  and  I  don't  think  we  will  ever  solve  the 
Federal  budget  deficit  problem  unless  we  can  get  a  different  trend 
line  in  costs  for  health  care. 

In  addition  to  this,  of  course,  we  have  35  million  people  who  are 
outside  our  health  care  insurance  system,  and  as  we  point  out  in 
our  report  here,  that  could  add  $12  to  $27  billion  of  additional  costs 
when  we  bring  those  people  into  the  system;  but  of  course,  there 
are  also  economies  that  could  be  achieved  by  bringing  them  into 
the  system. 

I  think  whatever  system  is  finally  adopted,  whether  it  be  man- 
aged competition  or  whether  it  be  global  budgeting,  whatever  the 
system,  you  have  got  to  have  cost  control  as  a  very  important  fea- 
ture of  any  new  health  care  system.  And  we  have  done  a  body  of 
work  that  I  think  the  Congress  should  read  and  look  at,  which  I 
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will  go  into  later  when  we  answer  some  of  the  questions,  that  are 
just  crucial  to  the  issues  that  I  think  the  Congress  and  the  adminis- 
tration are  going  to  have  to  face  in  making  decisions  on  health 
care. 

Deposit  insurance  is  an  area  where  we  have  spent  a  lot  of  money 
in  the  last  4  years.  It  is  an  area  we  didn't  spend  a  dime  on  up  until 
fiscal  1989.  We  always  had  more  revenue  coming  in  from  the  banks 
and  the  S  and  L's  than  what  the  cost  of  closing  the  failed  institu- 
tions was,  up  until  1989.  We  have  spent  over  $100  billion  on  just 
direct  deposit  assistance.  The  actual  cost  will  run  close  to  $300  bil- 
lion before  it  is  over,  when  you  think  of  the  interest  cost  that  goes 
with  the  REFCO  bonds  and  some  of  the  other  bonds  that  were  sold 
off-balance-sheet. 

So  this  is  a  very  difficult  area,  but  progress  has  been  made.  In 
other  words,  this  is  where  I  think  we  are  starting  to  get  on  top  of 
the  problem.  Good  legislation  was  passed  recently  by  the  Congress, 
and  this  is  an  area  that  I  think  we  should  get  fixed,  literally,  in  the 
next  2  or  3  years.  Congress  will  be  facing  a  tough  vote  this  year, 
though,  on  the  final  amount  to  solve  the  S  and  L  crisis,  in  other 
words,  to  handle  the  last  S  and  L's  that  the  Government  has  to 
take  down.  Our  best  estimate  is  that  that  will  range  somewhere  be- 
tween $25  billion  and  $40  billion.  There  are  a  lot  of  people  giving 
different  estimates,  but  I  think  it  will  be  somewhere  in  that  range. 

We  also  have  to  capitalize  the  new  fund.  In  other  words,  the  RTC 
right  now  is  scheduled  to  go  out  of  business  this  coming  August, 
and  a  new  fund  is  supposed  to  take  over,  and  it  does  not  have  any 
money  in  it  at  this  point  in  time.  Some  capitalization  of  that  fund 
will  have  to  be  achieved. 

It  is  important  that  we  maintain  the  reforms  that  were  passed  by 
the  Congress  strengthening  the  internal  controls  of  our  financial 
institutions,  and  I  would  hope  that  that  would  be  maintained  and 
that  funding  could  be  achieved  this  coming  year  so  we  can  get  this 
problem  behind  us.  Four  years  from  now,  that  shouldn't  be  on  this 
chart.  We  should  have  this  problem  solved  and  behind  us. 

If  I  could,  I  would  like  to  move  over  to  the  high  risk  reports  ^ 
that  we  did,  the  17  reports  there.  That  is  where  we  talk  a  lot  about 
the  accountability  and  fraud  and  waste  and  abuse  in  the  Federal 
Government.  That  is  the  area  where  we  have  tried  to  show  three 
major  categories  of  programs  that  are  high  risk.  And  by  "high 
risk,"  we  mean  where  there  are  billions  of  dollars  of  taxpayer 
money  basically  at  risk  and  where  we  have  seen  some  major  losses 
already  in  some  of  these  programs. 

The  first  is  the  lending  and  insuring  issues.  These  are  programs 
that  are  to  a  great  extent  run  in  the  private  sector.  So  one  of  the 
things  that  Government  has  to  do  is  to  have  good  controls  on  their 
own  operations,  but  also  to  have  proper  oversight  on  how  the  pri- 
vate sector  is  doing  on  these  programs. 

The  first  one  is  the  Farmers  Home  Administration  program, 
where  we  have  about  $20  billion  of  loans  out  where  about  two- 
thirds  are  probably  of  dubious  repayment.  This  is  a  program  that 
we  have  worked  with  very  much,  to  try  to  get  their  audits  complet- 


*  The  high  risk  reports  are  retained  in  the  files  of  the  Committee. 
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ed.  I  am  pleased  to  say  that  we  were  able  to  do  an  audit  finally,  a 
couple  of  years  ago,  and  now  the  IG  is  doing  an  audit  over  there,  so 
we  are  at  least  getting  the  right  information  and  getting  on  top  of 
that  problem. 

In  the  Guaranteed  Student  Loan  area,  we  are  running  about  $3 
billion  of  losses  a  year  in  this  program  over  at  the  Department  of 
Education.  We  have  been  unable  to  do  an  audit  of  this  program  be- 
cause the  records  are  so  bad,  so  it  is  very  much  like  the  HUD  situa- 
tion was  3  or  4  years  ago,  very  vulnerable  to  losses — although  I  will 
say  that  the  current  administration  leadership  has  worked  hard 
and  are  trying  to  improve  their  systems.  We  have  been  working 
with  them,  and  are  hopeful  that  they  can  have  financial  state- 
ments pulled  together  next  year,  and  we  can  do  an  audit  the  fol- 
lowing year.  So  we  see  progress  here,  but  as  I  say,  we  are  running 
about  e  $3  billion  loss  per  year  that  the  taxpayer  has  to  pick  up. 

The  Bank  Insurance  Fund  and  the  RTC  are  two  areas  I  have  al- 
ready talked  about,  but  there,  as  I  said,  it  is  awfully  important  that 
we  get  the  internal  controls  in  good  shape  both  in  the  Government 
agencies,  but  equally  important,  in  our  financial  institutions 
throughout  the  country. 

On  the  Pension  Benefit  Guaranty  Corporation,  which  has  been  in 
the  news  lately,  there  is  a  substantial  unfunded  liability  there,  and 
again  we  cannot  audit  it,  the  records  are  so  bad.  I  do  believe  that 
Mr.  Lockhart  has  done  a  really  excellent  job  in  trying  to  pull  this 
program  together  and  alert  everybody  to  what  the  risk  is  and  try 
to  get  those  financial  records  in  shape.  We  are  continuing  to  work 
with  him. 

The  last  item  is  the  Medicare  claims.  That  is  where  we  have  re- 
ported and  continue  to  report  that  there  is  quite  a  bit  of  fraud,  and 
it  is  something  that  I  am  sure  disturbs  the  American  taxpayers 
greatly  when  they  read  about  this.  So  this  is  an  area  that  I  think 
has  to  be  worked  on,  and  we  have  to  get  on  top  of. 

In  the  contracting  area,  we  have  Defense  contracting.  Depart- 
ment of  Energy  contracting,  NASA  contracting,  and  Superfund 
program  management.  All  of  these  areas  have  had  from  time  to 
time  serious  problems.  I  am  pleased  in  the  DOE  area  that  Admiral 
Watkins  has  been  able  to  make  some  progress  over  there.  He  said 
last  night  on  the  "MacNeil-Lehrer"  show  that  he  gave  himself  a  C- 
plus  as  to  where  things  were  and  that  the  new  administration 
would  have  to  take  it  from  there.  I  think  that  is  a  reasonable 
grade,  and  I  think  his  point  is  well-taken.  I  hope  very  much  that 
the  new  leadership  at  the  Department  of  Energy  can  build  on  what 
has  been  started.  But  it  is  very  important  because  this  is  big 
money,  and  the  contract  management  for  many  years  was  very 
poorly  done  and  has  cost  the  American  taxpayer  a  great  deal  of 
money. 

On  the  accountability  issue,  now  we  are  talking  about  the  inven- 
tories in  Government  themselves,  like  the  defense  inventory,  which 
is  where  they  have  a  lot  of  systems  problems;  a  lot  of  accounting 
records  are  in  bad  shape,  as  our  audits  of  the  Army  and  the  Air 
Force  pointed  out.  The  Army,  I  am  pleased  to  note,  and  as  you  will 
remember,  the  Secretary  of  the  Army  has  started  a  very  strong 
program  to  get  on  top  of  this,  and  we  are  pleased  with  that.  I  think 
all  three  services  have  to  do  this. 
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The  Internal  Revenue  Service  continues  to  have  problems  with 
receivables,  and  they  are  working  on  it.  We  are  hoping  that  they 
can  get  on  top  of  that  more  in  the  future. 

We  have  the  other  programs,  but  I  would  say  on  balance  the 
high  risk  series,  both  what  0MB  has  been  doing  and  what  we  have 
been  doing  this  past  year,  has  been  achieving  some  progress.  In 
other  words,  the  agencies  do  not  want  to  be  on  this  high  risk  list; 
they  want  to  get  some  of  their  problems  behind  them,  and  we  see 
some  progress.  It  does  show,  though,  how  difficult  it  is  sometimes 
in  these  large  Government  agencies  to  make  up  for  a  lot  of  neglect 
over  the  years.  It  takes  a  number  of  months  and  years  to  really  get 
on  top  of  these  problems. 

We  are  still  worried  about  HUD,  as  a  matter  of  fact,  and  I  think 
you  saw  the  recent  IG  report  there,  pointing  out  that  they  are  still 
vulnerable  to  problems. 

Now  I  would  just  like  to  conclude  by  getting  back  to  the  overall 
issue  of  management,  on  which  I  think  Senator  Roth  made  a  very 
good  summary  of  some  of  the  issues,  because  I  think  there  are 
areas  here  that  really  need  to  be  either  reinvented  or  reorganized 
or  major  efforts  put  on. 

We  did  a  management  study  of  the  Agriculture  Department 
about  a  year  ago,  and  Secretary  Madigan  has  moved  out  and  is 
starting  to  do  some  things.  But  there  is  a  department  that  has  a 
very  old  management  structure,  a  tremendous  number  of  people 
out  there,  working  with  what  the  farmers  will  tell  you  are  regula- 
tions and  programs  that  they  don't  understand  because  they  are  so 
complicated.  I  think  you  could  go  through  and  really  simplify  those 
programs,  give  better  service  to  the  farmers,  and  do  it  with  a  lot 
fewer  people  if  you  were  to  make  that  effort. 

We  have  been  working  with  the  IRS.  It  is  another  agency  where 
we  have  had  three  very  good  commissioners  in  a  row.  They  are 
trying  to  modernize  those  systems,  and  that  is  an  area  that  I  think 
could  be  further  modernized  and  improved  a  great  deal. 

The  same  with  the  Social  Security  Administration,  and  of  course, 
health  care  is  going  to  have  to  be  modernized.  In  other  words,  as 
you  redo  the  health  care  program,  you  are  going  to  have  to  look  at 
the  Federal  Government  systems. 

Education  is  one  that  we  feel  is  making  progress,  and  of  course, 
trade  reorganization,  which  is  one  that  we  did  highlight  in  the 
transition  reports. 

So  we  are  hoping  that  the  financial  management — Chairman 
Glenn,  you  have  been  a  great  leader  on  the  CFO  Act,  and  we  think 
that  that  has  to  be  extended  to  all  of  Government.  Every  major 
agency  should  have  a  plan  to  improve  their  financial  management, 
and  we  think  that  the  people  who  are  put  into  the  CFO  positions 
are  very  crucial  for  the  new  administration.  We  don't  think  the 
last  administration  did  that  as  well  as  they  could  have.  We  think 
the  new  systems  that  the  Government  is  investing  in  have  to  be 
done  more  with  the  idea  of  what  is  the  business  of  this  agency  and 
this  department,  and  not  just  automate  the  current  systems,  which 
is  a  tendency  that  many  people  have  had  in  the  past. 

Performance  measurements  for  program  evaluation.  These  are 
efforts  that  need  to  be  done  if  we  are  going  to  find  out  just  how 
well  the  programs  are  doing.  Australia,  New  Zealand,  and  some  of 
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our  States  and  cities  have  moved  into  these  efforts,  and  I  think 
they  are  seeing  some  progress.  I  think  it  is  very  clear  that  Presi- 
dent CUnton  is  thinking  of  downsizing  Government.  I  think  that 
Congress  would  probably  like  to  downsize  Government.  So  it  is  a 
case  of  trying  to  do  it,  and  at  the  same  time  give  better  service  to 
the  taxpayers. 

It  is  not  an  easy  task  to  accomplish,  but  I  think  that  is  what  we 
have  to  do.  The  one  thing  I  would  caution  is  that  big  cuts  without  a 
good  plan  on  how  to  provide  good  service  can  be  very  detrimental. 
We  have  seen  that  at  the  SSA,  where  there  were  large  staff  cuts, 
and  it  is  now  hard  to  get  a  phone  call  through  to  the  SSA.  You 
have  got  to  have  your  plans  first,  you  have  got  to  have  your  people 
trained,  you  have  got  to  have  adequate  personnel  and  leadership, 
and  I  think  that  these  are  some  of  the  things  that  need  to  be  given 
a  great  deal  of  consideration. 

So  we  are  very  pleased  to  be  here  today.  We  have  worked  with 
Senator  Sasser  and  Senator  Lieberman  on  many  things  in  recent 
years.  This  is  a  very  key  Committee  for  addressing  the  issues  that 
we  are  reporting  on  today,  and  I  want  to  assure  all  of  you  that  we 
wish  to  work  with  you  in  the  coming  years  on  both  sides  of  the 
aisle  as  to  what  are  the  problems  and  what  can  be  done  about 
them. 

Mr.  Chairman,  that  concludes  my  statement.  We  would  be 
pleased  to  answer  any  questions  you  might  have. 

Chairman  Glenn.  Thank  you  very  much,  Mr.  Bowsher. 

First,  I  mentioned  in  my  opening  statement  the  fact  that  this 
Committee  passed  a  Federal  Managers  Financial  Integrity  Act,  the 
IG  Act  and  its  expansion,  and  the  Chief  Financial  Officers  Act.  We 
also  have  before  the  Committee,  as  Senator  Roth  said,  the  perform- 
ance measurement  proposal  that  I  am  a  cosponsor  of  along  with 
Senator  Roth. 

I  guess  my  question  is:  Do  you  feel  we  need  more  legislation? 
Performance  measurement  basically  measures  outcomes — instead 
of  just  saying  there  are  so  many  people,  $10  per  person,  and  here  is 
a  program,  it  tries  to  go  to  the  other  end  and  ask  are  these  pro- 
grams being  effective  or  not,  and  make  some  measurement  on  that. 

I  would  appreciate  your  comment  on  that  and  in  particular, 
before  we  get  into  details  on  agriculture  and  student  loans  and 
things  like  that  on  the  high  risk  list  that  I  want  to  get  into,  do  we 
need  more  legislation,  and  would  you  suggest  any  areas  where  leg- 
islation is  needed  to  get  a  better  handle  on  this,  or  are  we  pretty 
well  set  as  far  as  legislation  goes,  and  now  we  need  the  people  to 
implement  some  of  these  things? 

Mr.  Bowsher.  I  do  believe  you  need  legislation.  I  also  believe  you 
need  other  things,  such  as  enhanced  oversight  by  the  Congress.  But 
let  me  talk  about  legislation  first. 

I  would  like  to  see  the  CFO  legislation  extended  to  all  the  major 
agencies  of  the  Government  so  that  everybody  knows  that  they 
have  to  get  accountability  over  the  funds  and  over  the  assets.  I 
think  one  of  the  things  that  must  upset  the  taxpayers  the  most  is 
when  they  keep  reading  in  the  paper  about  when  they  send  their 
money  down  here,  the  money  gets  lost  or  the  assets  get  lost,  or 
there  are  cost  overruns  and  things  like  that.  And  lots  of  times,  we 
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don't  know  where  things  stand  simply  because  the  financial  man- 
agement of  the  Federal  Government  is  in  such  poor  shape. 

So  I  think  when  this  Committee  passed  that  CFO  legislation  a 
couple  of  years  back,  we  had  the  first  major  legislation,  as  I  said,  in 
40  years  to  help  us  get  on  top  of  that.  And  I  think  the  progress  we 
are  making  in  some  of  the  agencies  is  a  direct  result  of  that  legisla- 
tion. 

I  also  think  that  legislation  on  performance  measurements  and 
program  evaluation  would  be  helpful,  because  I  think  what  you 
want  to  do  is  get  the  agencies  knowing  that  they  have  got  to  focus 
on  the  outcomes  and  what  are  they  really  going  to  achieve  when 
they  take  money  for  these  various  programs. 

We  have  a  great  tendency  now  to  just  feed  money  into  programs 
over  the  years,  and  we  hope  that  things  are  going  well,  and  we  go 
out  and  sometimes  study  it,  and  sometimes  we  don't.  I  don't  think 
it  is  a  very  organized  way  for  the  management  and  the  administra- 
tion to  know  how  things  are  going,  or  in  your  situation  here,  when 
Congress  asks  the  administration  people  to  come  up  and  testify, 
you  don't  have  the  information  that  would  allow  you  to  know  how 
well  things  are  going. 

And  I  have  often  said  that  we  waste  an  awful  lot  of  time  with 
our  audit  teams,  trying  to  pull  the  data  together  when  we  go  out  to 
do  these  program  reviews  and  audits,  because  the  data  is  so  poorly 
maintained  in  the  agencies  or,  lots  of  times,  the  studies  haven't 
been  done,  so  we  then  have  to  start  new  and  do  it. 

One  of  the  things  I  have  in  my  high  risk  testimony  is  that  I 
think  the  Congress  ought  to  have  a  better  approach  to  oversight.  I 
think  you  ought  to  have  the  agencies  come  up  once  a  year  to  the 
proper  oversight  committees  and  tell  them  where  they  stand  on 
their  financial  audit,  where  they  stand  on  their  internal  controls, 
where  they  stand  on  their  major  programs,  and  you  could  cycle  the 
programs.  Like  in  agriculture,  the  agriculture  committees  right 
now  are  thinking  this  way,  so  they  can  cycle  so  many  farm  pro- 
grams this  year,  then  next  year,  and  then  the  third  year,  instead  of 
just  waiting  for  the  reauthorization  of  the  farm  bill  every  5  years. 

In  other  words,  I  think  the  oversight  could  be  done  much  better 
than  it  is  today  by  the  various  oversight  committees  and  legislative 
committee.  I  do  think  you  have  to  get  the  requirements  for  the 
agency  to  produce  the  material,  so  that  when  they  come,  they  can 
report  in  an  organized  fashion. 

So  I  think  there  is  legislation  needed,  but  I  think  also  enhanced 
oversight  by  the  Congress  in  regard  to  the  leaders  of  these  agen- 
cies. 

One  other  thing  I  would  like  to  make  a  plea  for  is  that  we  finally 
got  a  financial  management  team  at  0MB  started  this  past  year  or 
2,  and  I  would  hope  that  the  new  team  would  continue  that  team 
and  keep  the  ball  rolling.  But  I  have  not  seen  a  lot  of  progress  at 
Treasury — I  want  to  get  that  on  line.  I  plan  to  meet  with  Senator 
Bentsen  and  his  deputy,  Mr.  Altman,  and  I  hope  that  Treasury  can 
become  a  much  more  aggressive  and  capable  partner  in  this  finan- 
cial management  area  than  they  have  been  in  the  past.  Mr. 
Altman  was  part  of  the  New  York  City  problem  as  far  as  trying  to 
clean  it  up  when  he  was  at  the  Treasury  before,  so  I  think  he 
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knows  the  issue  well,  and  I  am  hoping  that  we  can  make  some 
progress  there. 

Chairman  Glenn.  You  are  well  aware  of  this  Committee's  efforts 
in  the  past  years  to  try  and  get  the  "M"  back  in  0MB.  We  have 
met  with  some  frustrations  and  some  successes  in  that  area — more 
frustrations  perhaps  than  successes.  But  that  is  one  of  the  things 
we  will  be  wanting  to  talk  to  Mr.  Panetta  about  when  we  have  his 
confirmation  hearing  on  Monday,  with  a  spillover  day  on  Tuesday 
if  we  need  it,  and  then  Ms.  Rivlin  on  Wednesday. 

I  had  not  planned  to  get  into  this  this  morning,  but  let  me  ask  in 
foUowup  to  your  comment  about  oversight  by  the  Congress — I  have 
been  looking  at  some  things  that  were  proposed  in  this  Committee 
back  15,  16  years  ago,  shortly  after  I  came  on  the  Committee,  some 
of  the  old  proposals  on  zero-based  budgeting.  Some  of  those  ap- 
proaches got  very  complex.  Ed  Muskie  was  leading  the  fight  at  that 
time,  and  I  worked  with  him  on  it.  It  came  down  to  the  fact  that  it 
is  such  an  enormous  job  to  really  zero-base  and  rebuilt  in  effect,  on 
a  budget  basis,  a  department  or  an  agency.  But  it  seems  to  me  that 
we  could  take  some  of  that  approach,  at  least,  and  say  that  every, 
single  department  of  Government  does  get  reviewed  on  sort  of  zero- 
base  approach  at  least  once  every  eight  or  ten  years,  or  on  some 
regular  basis,  so  that  we  review  all  that,  and  as  much  as  possible 
review  their  rules  and  regulations  and  have  sort  of  a  rolling 
team — from  GAO  or  here — I  don't  know  exactly  how  we  would  put 
this  together,  but  it  seems  to  me  there  has  to  be  some  more  struc- 
tured approach  to  review  of  the  agencies  and  departments  than  we 
do  right  now. 

We  do  it  right  now  at — I  hate  to  say  this — but  pretty  much  at 
the  whim  of  committee  chairmen  and  ranking  minorities,  and  so 
on,  and  we  say,  well,  let's  look  at  this  or  look  at  that,  and  you  hap- 
pened to  be  impressed  because  you  read  something  in  a  magazine 
or  something.  So  there  was  no  structured  basis  where  you  would 
say  that  on  a  regular  basis,  every  single  entity  of  Government 
knows  that  they  are  going  to  get  close  scrutiny  on  their  whole  oper- 
ation every  so  many  years,  and  they'd  better  well  be  prepared  for 
it. 

It  seems  to  me  we  need  something  like  that  as  an  oversight  func- 
tion; otherwise,  we  are  just  never  going  to  get  good  management  in 
the  Government,  when  people  come  in  and  spend  an  average  of  21 
months  at  high  levels  in  Government,  and  then  they  are  out,  gone, 
and  somebody  else  comes  in,  wanting  to  put  in  their  time  and  get 
their  chit  punched  and  so  on,  and  away  they  go. 

I  think  we  need  something  like  the  old  zero-based  approach,  per- 
haps, and  I  have  had  staff  looking  at  some  of  the  options  that  we 
might  have  in  this  area. 

Do  you  have  any  comments  on  that?  I  didn't  plan  to  get  into 
that,  but  it  is  a  followup  to  your  comments. 

Mr.  BowsHER.  Well,  I  think  it  is  important  to  have  a  strong  "M" 
in  0MB,  and  you've  got  to  get  a  very  strong  and  capable  deputy 
there,  with  responsibility  for  the  management.  So  I  think  that  is 
going  to  be  one  of  the  key  appointments  of  the  new  administration. 

As  far  as  the  zero-based  budgeting,  I  think  one  of  the  problems 
was  that  it  got  too  much  of  a  paperwork  exercise  the  last  time 
around,  and  you  have  to  avoid  that.  But  I  think  some  periodic 
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review — although  I  would  tie  it  into  this  annual  oversight  hearing 
myself,  and  then  just  figure  out  which  programs  in  those  depart- 
ments need  to  be  looked  at  on  a  rotating  basis,  and  make  sure  that 
you  look  at  all  of  them  over  some  period  of  years,  as  you  say. 

I  think  if  you  did  that,  then  you  would  be  getting  more  to  the 
real  issue  of  how  well  is  the  Government  working  than  just  the 
way  it  is  done  now. 

I  think  HUD  was  a  good  example.  In  other  words,  there  were  a 
lot  of  different  hearings  on  HUD  problems,  but  nobody  was  looking 
at  the  main  programs  of  HUD  as  well  as  they  should  have,  and 
that's  when  we  ended  up  with  the  scandals  and  the  $4  billion  losses 
that  they  had.  I  think  that  is  one  of  the  advantages  of  this  high 
risk  program  that  we  have  been  working  on  so  hard  the  last  few 
years,  that  it  starts  to  focus  on  what  are  some  of  the  problems  in 
these  departments. 

Chairman  Glenn.  Yes.  The  high  risk  area  is  one  that  I  want  to 
get  into.  What  is  your  total  figure  on  risk  of  the  Government,  and  I 
mean  by  that  the  total  potential  liability.  We  know  that  all  these 
things  are  not  going  to  go  wrong  all  at  one  time.  The  figure  we 
have  used  for  the  last  several  years  for  unfunded  insurance  and 
guarantees  and  so  on  used  to  come  to  about  $6  trillion.  Is  that  still 
a  valid  figure? 

Mr.  BowsHER.  Yes,  that  is  still  in  the  ballpark.  In  other  words, 
we  haven't  really  updated  that,  but  I  did  ask  my  people  yesterday 
is  it  much  different  than  that.  I  think  the  biggest  potential  prob- 
lems that  we  had  4  years  ago  in  the  S  and  L's  and  the  banks,  it 
looks  like  we  are  getting  on  top  of  those  problems,  and  if  we  don't 
have  some  big  institutions  in  California  go  down,  I  am  hoping,  as  I 
said  earlier,  that  we  can  get  that  behind  us  in  the  next  2  or  3 
years. 

The  other  liabilities  are  worrisome,  and  it  is  hopeful  that  the 
economy  will  continue  to  strengthen.  I  think  the  insurance  compa- 
nies are  something  that  I  worry  about  because  they  have  many  of 
the  same  problems  as  the  banks  and  the  S  and  L's.  But  if  our  econ- 
omy continues  to  strengthen,  maybe  we  will  work  ourselves  out  of 
that  situation. 

One  of  the  big  areas  that  I  worry  a  tremendous  amount  about 
nowadays,  and  I  think  a  lot  of  the  leading  bank  regulators  as  well, 
is  all  the  money  that  is  going  into  the  derivatives.  This  is  a  very 
complicated  area  in  the  financial  institutions.  For  instance,  when 
they  had  to  unwind  the  Bank  of  New  England,  they  had  to  unwind 
a  $30  billion  bank  and  then  a  $30  billion  off-budget  program  of 
swaps  and  so  on,  and  in  that  case  it  worked  out. 

So  these  are  some  of  the  new,  fast-developing  areas  that  the  Gov- 
ernment has  to  be  worried  about,  because  to  a  great  extent  the  tax- 
payers' money  is  at  risk  just  as  much  as  the  depositor  and  the 
equity  money  is  at  risk,  as  we  have  learned  in  the  last  few  years. 

So  these  are  some  of  the  areas  that  I  think  the  Government  has 
to  be  staffed  and  equipped  to  review.  You've  got  tens  of  billions  of 
dollars  at  risk  in  most  of  these  high  risk  areas  that  we  have  report- 
ed on. 

Chairman  Glenn.  My  time  is  up  on  this  round.  I  just  wanted  to 
say  that  when  we  get  to  Mr.  Panetta's  hearing  on  Monday,  another 
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area  I  want  to  talk  about  that  you  mentioned  is  the  area  of  getting 
good  people  in  as  CFOs 

Mr.  BowsHER.  That  is  very  important. 

Chairman  Glenn  [continuing].  Because  the  past  administration, 
while  they  supported  the  CFO  legislation  and  backed  us  on  it, 
when  it  came  to  implementing  it,  too  often  they  assigned  it  as  col- 
lateral duty  to  somebody  who  was  an  assistant  deputy  or  whatever, 
in  whatever  agency,  and  that  was  not  the  intent  of  that  at  all.  This 
was  to  be  given  much  more  credibility  than  just  that. 

My  time  is  up  on  this  round.  Senator  Roth. 

Senator  Roth.  Thank  you,  Mr.  Chairman. 

Mr.  Bowsher,  it  is  a  pleasure  to  have  you  here  today,  as  well  as 
your  colleagues. 

I'd  like  to  start  out  by  asking  a  little  different  question.  We  here, 
as  I  think  we  should,  normally  emphasize  the  negative.  But  are 
there  any  departments,  any  agencies,  any  programs  well-managed? 
If  so,  what  are  they,  and  how  would  you  account  for  the  fact  that 
they  meet  the  test  of  excellence?  If  not,  why  are  we  where  we  are? 

Mr.  Bowsher.  There  are  hardly  any  Government  agencies  that  I 
would  say  are  well-managed  and  have  modern  systems  and  good  fi- 
nancial information.  What  we've  got  to  face  up  to,  is  the  fact  that 
over  years  of  neglect  in  one  way  or  another — and  also,  I  think  it  is 
because  the  Government  is  getting  older,  like  some  of  our  larger 
corporations.  As  large  organizations  mature  and  grow  older  there 
is  a  great  tendency  sometimes  to  try  to  continue  to  do  what  you 
have  done  in  the  past,  and  then  some  of  your  systems  start  to  go. 
One  institution,  I  think,  in  Government  that  did  a  good  job  of  mod- 
ernizing themselves  and  reinventing  themselves  in  the  last  20 
years  is  the  U.S.  Army.  They  viewed  the  Vietnam  War  as  practical- 
ly a  lost  war,  and  they  also  recognized  that  they  were  now  going  to 
be  a  new  type  of  unit  because  they  had  to  give  up  the  draft;  they 
had  to  go  to  an  all-volunteer  force. 

So  they  put  themselves  through  a  great  deal  of  soul-searching 
and  great  deal  of  rethinking.  It  was  a  tough  period  all  through  the 
1970's,  but  they  did  it.  And  then  they  got  some  additional  money  in 
the  early  eighties  that  they  invested  in  training.  And  I  think  when 
you  saw  the  Gulf  War  results,  you  saw  a  much-improved  organiza- 
tion and  institution  than  what  we  had  back  in  the  sixties. 

So  that  is  the  type  of  reinventing  and  investment  that  I  think 
has  to  take  place  if  you  are  going  to  do  this  job.  And  I  think  it  is 
hard  to  do  when  you  have  a  large  deficit  because  it  takes  money  to 
invest.  But  that  is  what  you  have  to  do.  You  have  to  think  through 
what  are  the  really  essential  programs  that  you  have,  and  then 
start  to  downsize  and  modernize  at  the  same  time.  And  as  I  said,  I 
think  the  Agriculture  Department  is  really  a  good  example  of  one 
that  could  do  it  and  should  do  it  in  the  next  decade.  The  IRS  is 
another  one.  We  are  living  with  1950  systems  in  the  IRS;  if  you 
ever  visit  one  of  their  service  centers  where  they  take  in  the  tax 
returns,  you  would  think  you  are  back  in  1955  the  way  they  do  it. 

So  at  some  point,  you  have  to  come  up  with  a  plan  to  modernize, 
and  if  you  do  it  right  and  look  at  just  what  kinds  of  programs  you 
are  trying  to  deliver  and  what  services  you  are  trying  to  provide,  it 
is  doable — but  it  is  a  big  job,  and  people  have  to  stay  in  place.  In 
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other  words,  you  don't  do  this  in  2  years.  You  have  to  get  some 
leadership  that  is  willing  to  stay  there  and  get  the  job  done. 

Senator  Roth.  I  don't  think  there  is  any  question  but  that  the 
public  is  demanding  that  Government  be  more  efficient  and  more 
effective.  And  I  guess  the  question  is  how  do  we  take  advantage  of 
this  interest  in  reorganization  and  really  move  ahead.  We  will  now 
have  two  branches  of  the  Government  in  the  hands  of  the  same  po- 
litical party,  which  has  certain  advantages — does  it  make  sense, 
perhaps,  at  this  time  to  have  some  major  reorganizational  commit- 
tee like  we  did  back  in  the  fifties,  to  review  Government,  and  try  to 
come  up  with  recommendations  as  to  how  to  right-size,  how  to 
bring  Government  into  the  21st  century? 

Much  of  the  concern  with  that  kind  of  an  approach  in  the  past 
has  been  that  the  Congress  has  looked  with  suspicion  on  the  execu- 
tive branch  because  they  were  in  the  hands  of  different  political 
parties.  But  do  we  have  an  opportunity  here  perhaps  to  undertake 
a  major  study  and  reorganization  of  Government? 

I  mean,  it  is  all  very  nice  to  talk  about  it  coming  from  within 
and  for  Congress  to  do  it,  but  Congress  with  all  its  responsibilities 
never  spends  that  much  time  on  these  issues. 

Do  we  need  to  create  some  kind  of  a  commission  and  means  of 
reinventing  Government  so  that  it  actually  takes  place? 

Mr.  BowsHER.  That  would  be  one  option.  You  could  possibly  do  it 
that  way.  But  I  think  that  you've  got  to  basically  reinvent  it  along 
major  program  lines.  In  other  words,  I  think  you  have  to  do  it  by 
health  care,  I  think  you  have  to  do  it  by  defense,  I  think  you  have 
to  do  it  by  agriculture,  education,  right  down  the  line. 

So  I  think  that  to  a  great  extent  the  new  administration — which 
I  think  does  have  a  unique  opportunity  here — really  has  to  get 
itself  organized.  They  should  have  outside  boards  of  advisers  in 
those  major  areas.  I  don't  think  a  major  reorganization  effort  by 
itself — really,  what  you  are  talking  about  here  is  delivering  the 
program,  delivering  the  service.  This  is  what  the  TQM  approach 
is — what  does  the  customer  need,  what  does  the  customer  want. 
And  then  you've  got  to  look  at  your  processes  and  your  systems 
and  how  you  deliver  it;  you've  got  to  look  at  your  people,  do  you 
have  the  right  mix  of  people,  and  so  on. 

Senator  Roth.  Mr.  Comptroller  General,  I  in  part  agree  with 
you,  but  I  think  the  problem  is  bigger  than  that.  I  think  you  also 
have  the  problem  of  organization  itself.  And  I  for  one  am  not  per- 
suaded that  the  present  structure  where  we  create  a  new  agency  or 
a  new  department  every  time  we  have  a  new  program  is  the  best 
answer.  I  think  Government  has  gotten  so  complex. 

To  me,  it  is  shocking — and  I  don't  disagree  with  what  you  are 
saying — but  it  is  shocking  to  hear  you  say  there  is  no  agency,  there 
is  no  department,  there  is  no  basic  program  that  we  can  really 
point  to  with  pride.  Now,  we  are  in  a  globally  competitive  position 
today,  and  somehow  we  have  got  to  address  these  problems. 

Unfortunately,  having  spent  a  few  years  here,  I  have  heard 
every  4  years  these  same  problems.  Is  it  because  Government  is  so 
huge  that  we  really  cannot  run  it  efficiently  or  effectively? 

The  point  I  am  trying  to  make  is  that  I  think  it  goes  beyond  pro- 
grams. I  think  it  goes  to  the  structure  of  Government  itself;  I  think 
it  goes  to  the  fact  that  modern  technology  is  lost,  is  not  utilized. 
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You  see  all  the  criticism  of  General  Motors  and  the  big  compa- 
nies— well,  they  look  good,  frankly,  compared  with  where  we  are  in 
Government.  We  need  some  kind  of  shock  treatment.  I  just  don't 
think  this  is  automatically  going  to  happen. 

Mr.  BowsHER.  It  isn't  going  to  automatically  happen — you  are 
absolutely  right.  Senator — unless  the  administration  has  a  program 
to  achieve  it,  it  won't  happen.  Now,  whether  a  Presidential  com- 
mission like  we  had  in  the  1950's  under  President  Hoover  would 
help  that  process — it  might.  I  wouldn't  say  it  would  not.  But  I  do 
believe  that  it's  just  like  the  trade  area — you've  got  to  figure  out 
how  you  want  to  be  organized  and  how  you  want  to  be  staffed  and 
how  are  you  really  going  to  operate  that  area. 

Senator  Roth.  I  have  a  solution  to  that  one. 

Thank  you,  Mr.  Chairman. 

Chairman  Glenn.  Thank  you. 

Senator  Sasser. 

Senator  Sasser.  Thank  you  very  much,  Mr.  Chairman. 

Just  let  me  say  at  the  outset,  Mr.  Chairman,  that  I  applaud  your 
calling  of  this  hearing  today.  I  think  it  is  going  to  be  an  invaluable 
asset  to  the  new  Clinton  administration  as  it  comes  in,  to  be  able  to 
examine  the  minutes  of  this  hearing  and  be  able  to  examine  these 
very  thorough  and  I  think  very  perceptive  reviews  that  the  Gener- 
al Accounting  Office  has  presented  to  us  today. 

Two  or  three  things.  General  Bowsher,  quickly.  I  share  your  con- 
cern about  the  problems  with  the  budget,  the  budget  deficits.  You 
indicated  in  your  opening  statement  that  the  present  Office  of 
Management  and  Budget  had  actually  understated  the  deficits  that 
would  be  calculated  in  the  outyears — that  is,  1996  and  1997 — by  the 
ploy  of  freezing  outlays  in  discretionary  spending  for  1996  and 
1997. 

Is  that  an  accurate  statement? 

Mr.  Bowsher.  It  is  an  accurate  statement,  yes. 

Senator  Sasser.  So  there  is  no  policy  in  place,  there  is  no  legisla- 
tion in  place  that  would  justify  this  arbitrary  gimmick  of  simply 
freezing  discretionary  spending  in  both  the  domestic  and  defense 
areas  in  the  outyears.  Isn't  that  correct? 

Mr.  Bowsher.  That  is  correct,  yes. 

Senator  Sasser.  Is  there  any  rationale  for  that? 

Mr.  Bowsher.  It  was  just  a  technique,  I  think,  that  they  used  to 
keep  it  lower  in  those  outyears.  It  is  somewhat  like  what  they  did  a 
year  ago  when  they  used  the  accrual  accounting  to  show  a  lower 
outyear  cost.  And  I  think  this  is  unfortunate.  I  would  hope  that  the 
new  0MB  leadership  will  not  play  these  games.  I  would  hope  that 
we  get  a  set  of  financial  budgets  and  projections  that  have  some 
consistency  to  them,  and  therefore  people  can  have  confidence  in 
them,  because  I  think  it  has  really  been  one  of  our  problems  here 
in  the  last  few  years.  I  think  it  was  one  of  the  problems  with  the 
Gramm-Rudman  process,  that  at  some  point  in  time  people  were 
really  fudging  the  numbers,  and  that  therefore  we  were  really  dig- 
ging ourselves  a  bigger  financial  hole  than  what  the  official  num- 
bers were  indicating.  And  that  was  one  of  my  main  messages  here 
4  years  ago,  when  I  came  with  our  transition  reports. 

I  think  we  ought  to  get  beyond  that.  In  other  words,  if  you've  got 
a  financial  problem,  you  ought  to  know  how  big  it  is,  and  you 
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ought  to  lay  it  out — and  then,  hopefully,  people  can  make  decisions 
and  do  something  about  it. 

Senator  Sasser.  In  your  very  excellent  booklet  here,  entitled, 
"Major  Issues  Facing  a  New  Congress  and  a  New  Administration," 
General  Bowsher,  I  note  on  page  4  you  are  outlining  the  major  ex- 
pense items  between  1981  and  1991,  and  I  note  under  the  item  for 
"defense,"  you  are  indicating  a  74  percent  increase  in  outlays  for 
defense  between  1981  and  1991. 

Mr.  Bowsher.  That's  correct. 

Senator  Sasser.  Now,  if  my  calculations  are  correct,  and  I  think 
they  are.  General  Bowsher,  for  the  period  of  1993  through  1997,  the 
Bush  administration  was  intending  to  spend  $1,466  trillion  for  de- 
fense in  that  5-year  period  from  1993  to  1997.  This  was  their  projec- 
tion in  fiscal  year  92.  For  fiscal  year  93,  their  projection,  in  reac- 
tion to  the  collapse  of  the  Soviet  Union,  was  to  spend  $1,423  trillion 
on  defense,  or  a  reduction  of  2.9  percent  in  defense  outlays,  as  their 
reaction  to  the  collapse  of  our  chief  adversary,  the  Soviet  Union. 

We  now  see  that  the  Clinton  administration  proposes  to  reduce 
defense  outlays  slightly  more.  They  only  propose  to  spend  over  5 
years  between  1993  and  1997  $1,364  trillion,  which  is  a  4  percent 
cut  below  what  President  Bush  proposes,  which  means  that  the 
Clinton  and  Bush  administrations,  if  you  take  their  numbers,  in  re- 
sponse to  the  collapse  of  our  chief  adversary,  the  Soviet  Union,  are 
going  to  reduce  defense  spending  by  about  7  percent. 

Now,  you  indicated  that  there  were  five  new  aircraft  programs, 
as  I  understand  it,  in  the  pipeline  that  could  cost  about  $500  bil- 
lion. 

Mr.  Bowsher.  Four  hundred  billion. 

Senator  Sasser.  Four  hundred  billion  dollars.  Over  what  period 
of  time? 

Mr.  Bowsher.  Over  their  life  cycle — in  other  words,  to  procure 
and  to  operate  those  systems. 

Senator  Sasser.  These  are  military  aircraft,  aren't  they? 

Mr.  Bowsher.  That's  correct. 

Senator  Sasser.  Do  you  or  your  associates  have  data  which 
would  indicate  what  types  of  aircraft  these  are?  Is  it  the  F22,  B2? 
What  are  they? 

Mr.  Bowsher.  No;  it  is  the  F22,  which  would  replace  the  F15.  It 
is  the  new  advanced  fighter  that  the  Air  Force  wants  to  replace  the 
F16.  It  is  the  AX  that  the  Navy  wants  to  replace  the  A6,  and  then 
it  is  the  F18  program  that  would  be  kind  of  a  consolidated  replace- 
ment of  the  F14  and  the  F18  on  tlie  carrier  deck.  Then  the  fifth 
one  is  the  helicopter  program  for  the  Army. 

Senator  Sasser.  So  this  doesn't  even  include  the  B2  bomber, 
which  is  enormously  expensive  weapon  systems. 

Mr.  Bowsher.  It  does  not  include  the  B2,  no. 

Senator  Sasser.  And  we  are  talking  about  an  F22  program  to  re- 
place the  F15,  which  is  the  world  state-of-the-art  long-range  inter- 
ceptor now. 

Mr.  Bowsher.  Yes. 

Senator  Sasser.  Well,  the  question  that  springs  to  my  mind  is 
given  the  terrible  fiscal  difficulties  this  Government  finds  itself  in, 
and  noting  that  defense  outlays  went  up  74  percent  in  the  10-year 
period  between  1981  and  1991,  is  it  the  judgment  of  the  General 
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Accounting  Office  that  we  could  reduce  defense  outlays  further  by 
curtailing  some  of  these  expensive  weapons  systems  in  the  out- 
years? 

Mr.  BowsHER.  Well,  we  feel — and  we  are  doing  some  additional 
studies  on  this  right  now — that  having  many  different  airplane 
programs  is  very  costly.  So  it  is  a  judgment  which  we  think  the  de- 
fense and  the  congressional  committees  will  have  to  make,  but  we 
think  that  is  an  area  that  you  should  be  looking  at  as  a  potential 
area  of  reducing  some  of  these  large  defense  outlays.  And  that  is 
the  number  of  programs  and  how  you  actually  develop  and  produce 
them. 

I  think  Secretary  Cheney  has  started  that,  and  I  think  it  will  be 
one  of  the  big  issues  that  Secretary  Aspin  will  have  to  look  at,  and 
that  is  the  money  that  it  is  going  to  cost  for  these  very  advanced 
programs. 

This  is  where  a  lot  of  the  money  that  we  have  spent  over  the  last 
40  years  has  gone.  We  have  developed  some  excellent  weapons  and 
some  excellent  aircraft,  but  one  of  the  things  we've  gotten  our- 
selves into  in  recent  years,  when  we  have  smaller  forces,  and  now 
we  are  heading  to  probably  even  smaller  forces,  is  if  everybody 
wants  their  own  airplane  or  their  own  weapon.  It  then  becomes 
very  costly  because  you  are  not  buying  large  numbers. 

So  these  are  the  programs  that  I  think  are  the  ones  that  have  to 
be  looked  at — and  you  have  named  the  other  two  as  the  Bl  bomber 
and  the  B2  that  are  over  and  above  the 

Senator  Sasser.  Well,  the  Bl  doesn't  work,  anyway;  we're  about 
to  give  up  on  that,  aren't  we? 

Mr.  BowsHER.  It  has  a  lot  of  problems,  yes. 

Senator  Sasser.  How  much  did  that  Bl  program  cost — and  I 
know  my  time  has  expired.  Do  you  have  a  ball  park  figure  on  that? 

Mr.  BowsHER.  About  $32  billion. 

Senator  Sasser.  And  aren't  all  those  aircraft  grounded  now?  The 
Chairman  says  they  are  not. 

Mr.  Bowsher.  No,  I  don't  think  so,  but  they  have  major  problems 
that  they  are  trying  to  work  on,  and  we  have  reported  on  those. 

Senator  Sasser.  Well,  my  time  is  up,  General.  I  want  to  come 
back  for  another  round  in  a  moment.  Thank  you. 

Chairman  Glenn.  Senator  Lieberman. 

Senator  Lieberman.  Thank  you,  Mr.  Chairman. 

I  am  glad  to  welcome  Mr.  Bowsher  and  his  staff  and  thank  them 
again  for  their  extraordinary  service  to  the  Congress  and  to  the 
country — although  I  must  say  every  time  we  have  you  in  here,  par- 
ticularly at  the  beginning  of  a  session,  I  feel  as  if  the  Federal  Gov- 
ernment is  a  patient  returning  to  the  doctor  who,  2  years  ago,  said, 
"You  are  overweight.  Your  diet  is  lousy.  You  are  not  exercising 
enough.  Here  is  what  you  should  do."  And  we  come  back  2  years 
later,  and  you  basically  say,  "Your  diet  is  lousy.  You  are  not  exer- 
cising enough.  You  are  overweight.  Get  with  it. ' 

As  you  indicate,  we  have  a  new  administration  coming  in,  and 
maybe  it  is  an  opportunity  for  some  productive  and  progressive 
changes.  The  President-elect,  criticized  or  described  by  some  as  a 
"policy  wonk,"  is  somebody  who  comes  to  office  believing  in  Gov- 
ernment, not  as  an  enemy  of  Government,  and  I  think  wanting 
very  much  to  get  into  the  details  and  make  it  work. 
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Elections  in  a  democracy  are  ultimately  mysterious  exercises, 
and  people  vote  for  a  lot  of  different  reasons.  Obviously,  the  econo- 
my was  on  the  minds  of  a  lot  of  people  last  fall.  But  I  think  one  of 
the  issues  that  really  was  out  there  also  was  this  feeling  that  our 
Government  is  not  working.  Ross  Perot  certainly  spoke  to  it  direct- 
ly, and  I  think  it  is  one  of  the  major  reasons  why  he  got  almost  20 
million  votes.  And  President-elect  Clinton  spoke  repeatedly  about 
his  desire  to  reinvent  Government.  So  hopefully  we  can  begin  to  do 
some  of  that. 

I  wanted  to  ask  you  if  you  would  respond  to  a  few  of  the  ideas 
that  come  out  of  David  Osborn's  book  on  reinventing  Government, 
but  that  also  became  part  of  the  Clinton  campaign.  One  of  them  is 
to  attempt  to  divide  the  budget  into  consumption  and  investment 
functions,  to  limit  consumption  functions  pretty  severely,  but  to 
allow  a  little  more  spending  increase  when  it  comes  to  investment. 

How  do  you  respond  to  that  concept  and  that  idea? 

Mr.  BowsHER.  I  think  the  thing  that  the  Federal  Government 
can  do  best  for  the  private  sector  is  to  get  the  budget  deficit  coming 
down,  and  then  second,  get  more  of  the  money  that  we  spend  in 
Government  going  for  investment  rather  than  consumption. 

Now,  that's  a  big  hurdle — two  big  hurdles — to  achieve. 

Senator  Lieberman.  In  other  words,  the  first  goal  is  to  get  us  in 
balance. 

Mr.  BowsHER.  Yes,  or  to  get  us  heading  toward  balance;  that's 
right.  And  then,  try  to  get  a  difference  mix,  because  if  you  think 
about  it,  one  of  the  things  that  made  this  country  great  and  made 
our  private  sector  great  is  the  investment  in  our  infrastructure,  the 
investment  in  our  education,  like  the  GI  bill,  and  things  like  that. 
We  are  doing  much  less  of  that  today  than  we  historically  have 
done.  So  that  was  one  of  the  reasons  why  in  this  transition  series, 
we  have  a  new  booklet  that  we  didn't  have  in  1988,  and  that  is  on 
investment.  I  think  that  that  is  one  of  the  things  that  you  should 
move  toward  is  more  investment-type  programs  in  the  Government 
and  try  to  get  away  from  this  consumption. 

But  the  two  things  that  are  eating  us  up  right  now  are  interest 
cost  and  health  care  increases. 

Senator  Lieberman.  Let  me  ask  you  about  another  of  the  specific 
ideas  that  was  mentioned  in  the  campaign,  which  is  to  impose  a  3 
percent  across-the-board  cut  in  the  administrative  budgets  of  the 
various  departments  annually,  as  a  way  to  encourage  or  in  a  sense 
mandate,  increases  in  productivity.  How  does  that  strike  you? 

Mr.  BowsHER.  Well,  that's  one  way  of  doing  it,  but  it  is  kind  of 
the  way  we  have  done  it  in  the  past,  and  I  don't  think  it  gets  you 
to  where  you  really  want  to  get.  I  think  you  want  to  make  a  bigger 
effort  this  time,  really,  like  the  Osborn  book.  In  other  words,  let's 
go  after  some  of  these  major  program  areas,  these  major  depart- 
ments, and  see  if  we  can't  have  a  plan — a  4-year  plan,  an  8-year 
plan — as  to  how  to  modernize,  how  to  reduce  the  size  of  the  organi- 
zations and  still  provide  better  service  and  better  programs  for  the 
taxpayer. 

That  is  the  kind  of  thing  I  would  go  after,  and  then  I  would  give 
them  flexibility  as  to  how  they  achieve  it.  In  other  words,  I  think 
one  of  the  other  things  that  most  of  these  new  management  ap- 
proaches that  both  the  private  sector  and  some  of  the  other  coun- 
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tries  like  Australia  and  New  Zealand  are  trying  is  to  give  their 
people  more  flexibility  in  managing  the  departments,  but  they  are 
giving  them  goals  of  what  they  really  want  to  achieve  over  a  period 
of  years. 

Senator  Lieberman.  Is  that  something  that  has  to  come  exclu- 
sively from  the  executive,  or  is  it  a  process  that  we  can  encourage 
legislatively? 

Mr.  BowsHER.  I  think  this  Committee  is  one  of  the  committees 
that  could  really  encourage  that  process  by  selecting  a  few  of  the 
departments  and  program  areas,  asking  those  leaders  to  come  up 
here  and  see  if  they  wouldn't  be  willing  to  take  on  some  of  this. 
And  I  would  certainly  bring  it  up  with  the  0MB  people  when  you 
go  through  the  confirmation  process. 

Senator  Lieberman.  Mr.  Fogel? 

Mr.  Fogel.  Senator,  you  have  to  achieve  flexibility  if  you  are 
going  to  have  cuts,  perhaps,  in  how  you  are  able  to  use  your 
funds — the  number  of  personnel  that  you  can  have;  how  you  are 
able  to  deal  with  personnel.  A  lot  of  that  is  embodied  in  some  of 
the  provisions  of  S.20.  But  I  think  it  will  absolutely  take  a  com- 
bined effort  of  both  the  administration  and  the  Congress  to  bring 
about  that  type  of  flexibility. 

Senator  Lieberman.  And  I  suppose  it  is  in  this  sense  that  you 
made  a  reference  you  made  earlier,  which  I  think  is  an  appropriate 
one,  to  some  of  the  restructuring  that  is  going  on  now  within  the 
private  sector  in  this  country,  and  the  simple,  but  very  profound 
statement  that  a  lot  of  Government  is  old,  and  Government  is  no 
more  immune  than  any  other  institution  from  getting  crusty  as  it 
ages.  So  we  have  to  find  ways,  particularly  when  we  don't  have  the 
pressure  of  the  marketplace,  as  the  private  sector  does,  to  require 
reinvention. 

Mr.  BowsHER.  Yes.  A  year  ago,  I  started  a  total  quality  manage- 
ment program  at  GAO,  and  one  of  the  things  I  did  at  our  annual 
management  meeting  was  to  read  off  some  of  the  names  of  the 
large  corporations  in  this  country  in  1921,  which  was  the  year  that 
GAO  was  founded,  and  pointed  out  that  a  lot  of  them  are  not  there 
or  are  not  near  the  top  anymore.  So  this  problem  of  letting  the 
crustiness  get  into  your  system  is  not  just  a  Government  problem; 
it  is  a  large  organization  problem,  I  think. 

So  unless  you  periodically  really  go  after  trying  to  get  some  of 
that  crustiness  out  and  improve  your  process  and  improve  the  way 
you  do  your  work  and  deliver  it,  you  are  going  to  be  in  trouble. 
And  if  you  think  about  the  history  of  our  Government,  we  were  a 
modern  Government  starting  in  the  thirties.  In  other  words,  we 
weren't  a  very  large  Government  prior  to  the  thirties.  When  it 
really  got  the  big  push  was  in  World  War  II.  I  remember  when  I 
first  came  to  serve  in  Government  in  the  late  sixties,  people  were 
starting  to  retire.  The  first  generation  of  the  civil  service  who  had 
really  built  up  the  Government  as  we  know  it  today  was  starting  to 
retire.  So  we  are  on  our  second  and  third  generation  of  leadership, 
and  we  are  running  into  some  of  the  same  problems  that  large  or- 
ganizations run  into. 

Senator  Lieberman.  That  is  very  well-said,  and  I  would  guess 
that  if  we  did  a  similar  study  of  Federal  Government  agencies  or 
offices  that  existed  in  the  twenties  or  thirties,  that  most  of  them — 
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they  may  exist  under  different  names — but  most  of  them  exist 
today.  Would  you  say  that  is  right? 

Mr.  BowsHER.  Yes,  that  is  probably  true. 

Senator  Lieberman.  It  is  very  hard  to  terminate  a  public  func- 
tion once  it  begins. 

Mr.  BowsHER.  Yes,  that's  right. 

Senator  Lieberman.  A  final  question.  A  lot  of  State  and  local 
Governments  are  experimenting  with  privatization  of  public  func- 
tions. Is  there  a  bigger  opportunity  for  us  to  do  that  at  the  Federal 
level? 

Mr.  Bowsher.  Yes,  I  think  there  is.  Like  some  of  the  GSA  func- 
tions, I  think  you  could  get  them  moving  more  toward  policy  and 
oversight.  Thanks  to  the  Congress,  we  got  control  of  our  building  at 
GAO  recently,  and  we  can  run  it  much  better  with  a  private  firm 
maintaining  it  for  us.  So  I  think  there  are  opportunities  like  that. 

Senator  Lieberman.  Thank  you. 

Thank  you,  Mr.  Chairman. 

Chairman  Glenn.  Thank  you.  Senator  Lieberman. 

You  talked  briefly  about  the  performance  of  agencies  and  the 
need  to  measure  performance,  in  other  words,  measure  output  in- 
stead of  just  input  all  the  time,  with  the  legislation  that  we  dis- 
cussed earlier.  We  find  for  the  past  12  years,  even  longer  perhaps, 
that  the  public  sector  has  been  squeezed  to  the  point  where  a  lot  of 
agencies  have  felt  they  have  had  to  go  outside  and  contract  outside. 
They  didn't  have  enough  people  or  enough  expertise  inside  to  do 
the  job  that  had  to  be  done.  I  think  DOE  contracts  out  90  percent 
of  their  functions,  or  something  like  that.  That  is  something  that 
goes  way  back.  But  other  agencies  find  that  when  there  is  a  study 
or  something  like  that  that  is  necessary,  they  have  to  contract  out. 
So  we  have  the  whole  beltway  group  that  we  joke  about  sometimes, 
but  many,  many  billions  of  dollars  go  into  all  this  contracting  out. 

Senator  Pryor  on  this  Committee  has  taken  the  lead  and  has 
been  particularly  critical  and  has  done  some  good  studies  looking 
into  this  contracting  out.  I  guess  my  basic  question  is:  Is  that  used 
as  a  dodge,  in  your  opinion,  or  is  this  something  that  is  necessary 
because  we  are  not  giving  agencies  and  departments  the  where- 
withal to  carry  out  all  the  functions  that  Congress  throws  on  them? 
We  load  people  up,  and  rules  and  regulations  have  to  be  written 
pursuant  to  this,  and  they  have  to  hire  staff  to  do  that.  Are  we 
going  to  have  to  reinvest  and  put  more  into  the  Federal  Govern- 
ment, or  are  the  efficiencies  there,  or  do  we  just  need  people  work- 
ing better,  more  efficiently,  where  they  are?  What  is  the  balance 
there? 

Mr.  Bowsher.  I  think  this  is  a  major  issue  that  I  hope  people 
will  address  and  come  to  more  sensible  decisions  than  we  have  in 
recent  years.  I  remember  one  of  the  admirals  at  the  Navy  pointed 
out  to  me  that  the  Navy  would  fight  hard  to  keep  the  accounting, 
and  then  they  would  go  to  some  beltway  bandit  to  do  a  big  study 
on  strategic  forces,  or  something  like  that. 

When  I  came  to  the  GAO,  we  decided  to  move  our  accounting 
down  to  the  big  Agriculture  Finance  Center  in  New  Orleans.  It  has 
been  the  right  move;  we  don't  have  to  worry  about  problems  like 
that. 
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I  think  you  have  to  think  through  what  should  the  Government 
people  be  doing,  and  that  should  be  concentrating  on  policy  and  the 
major  procedures  of  their  programs  and  the  oversight.  I  think  a  lot 
of  the  administrative  things  could  be  either  consolidated,  as  the  Fi- 
nance Center  in  New  Orleans  is,  for  several  of  the  Government 
agencies,  or  to  the  private  sector.  In  other  words,  we  don't  have  to 
do  some  of  this  administration,  and  that's  what  the  private  sector 
does — Senator  Lautenberg  made  his  fortune  on  providing  payroll 
services.  The  way  he  did  it  was  he  learned  and  had  his  staff  learn 
how  to  produce  payrolls  at  much  less  cost  than  the  average  compa- 
ny could  do  their  own  payroll.  There  is  no  reason  why  the  Govern- 
ment shouldn't  be  able  to  do  things  like  that. 

But  I  think  Senator  Pryor  is  right;  he  gets  worried  sometimes 
when  he  sees  the  real  Government  function  being  sent  out  to  some 
beltway  organization. 

Chairman  Glenn.  I'm  trying  to  get  a  feel  for  what  direction  we 
should  go  here — should  we  keep  a  lean,  mean  department  and  then 
say,  OK,  that's  a  good  idea  to  contract  out  these  studies.  You 
shouldn't  have  to  have  people  in-house  to  do  that.  We  have  exper- 
tise here  available.  Contract  out  and  do  it,  and  encourage  that,  as 
opposed  to  having  a  larger  staff  in  Government  that  you  expect  to 
do  everything  in-house.  Is  there  a  balance  there? 

Mr.  SocOLAR.  Yes,  I  think  there  is,  Mr.  Chairman.  There  is  noth- 
ing wrong  with  contracting  out  per  se.  But  fundamentally,  what  is 
needed  in  the  agencies  is  a  corps  of  people  who  can  control  what  is 
being  contracted  out.  You  need  better  financial  management;  you 
have  to  have  better  cost  reporting.  Too  many  agencies,  when  they 
have  a  problem  that  they  have  contracted  out,  assume  that  the 
contractor  is  going  to  take  care  of  the  entire  problem.  That  is  not 
the  case.  If  you  don't  have  the  expertise  within-house  to  assure 
yourself  that  the  contractor  is  performing  adequately,  that  you 
have  adequate  property  management  controls,  that  where  the  con- 
tractor is  failing  to  perform,  you  have  enough  sense  about  what  is 
going  on  to  assess  penalties  to  the  contractor.  In  other  words,  you 
have  to  have  good  control  over  the  contracting  process.  If  you  don't 
have  all  of  that,  contracting  is  going  to  get  you  in  a  worse  position 
ultimately  than  if  you  do  those  functions  in-house. 

Chairman  Glenn.  Well,  you  have  two  different  things  here,  too. 
One  is  just  doing  a  study  of  some  kind,  and  the  other  is  actually 
operating  on  a  continuing  basis  over  a  number  of  years  different 
functions  of  Government,  such  as  DOE  does  with  all  the  nuclear 
weapons  plants  and  so  on,  where  they  contract  out  with  Westing- 
house  or  EG&G  or  other  people  to  manage  these  things  and  do  it 
on  a  contract  basis. 

Mr.  SocoLAR.  And  I  think  over  time  there  is  a  very  great  tenden- 
cy for  the  agency  to  lose  control  over  the  functions  that  it  should 
be  performing  and  having  them  move  over  to  the  contractor.  The 
contractor  becomes  the  corporate  memory  for  the  agency  rather 
than  for  the  agency  to  have  control  over  this. 

Chairman  Glenn.  We've  had  some  cases  like  that,  and  we  actu- 
ally had  a  hearing  in  one  case  on  where  they  had  become  so  de- 
pendent that  the  agency  actually  testified  that  they  would  not  be 
able  to  perform  their  function  in  Government  without  that  contrac- 
tor running  things  for  them. 
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Mr.  BowsHER.  Yes.  I  think  that  has  been  one  of  Admiral  Wat- 
kins'  great  frustrations  at  the  Department  of  Energy  in  the  last  4 
years,  because  he  came  out  of  the  Rickover  program — and  maybe  I 
should  have  mentioned  that  one  to  you,  Senator  Roth.  There  is  a 
part  of  the  Government  that  has  run  well  over  the  years.  They 
have  good  technical  capability;  they  are  able  to  monitor  their  ven- 
dors, and  when  he  got  over  to  DOE,  he  found  out  he  just  didn't 
have  that  kind  of  capability.  So  he  has  had  a  lot  of  problems  to 
cope  with  over  there. 

Chairman  Glenn.  But  wasn't  the  key  element  with  the  Rickover 
program  the  very,  very  strong  leadership  that  exercised  control 
right  down  the  line  and  held  people's  feet  to  the  fire  to  perform, 
and  that  was  it  or  they  were  out? 

Mr.  BowsHER.  Yes,  that's  right. 

Chairman  Glenn.  That's  about  the  only  place  in  Government  I 
have  seen  that  happen,  I  think,  too. 

CFO  positions;  let  me  get  back  to  that  a  moment.  Do  you  think 
we  should  require  that  there  be  straight  CFO  positions,  period,  so 
we  don't  have  this  as  collateral  duty? 

Mr.  Bowsher.  I  think  so,  yes.  I  think  the  administration  could  do 
it  by  themselves,  but  I  think  long-term  maybe  legislation  is  needed 
to  achieve  that. 

Chairman  Glenn.  You  are  in  the  process  now — this  is  the  first 
year  in  which  we  have  really  required  these  audits. 

Mr.  Bowsher.  Yes. 

Chairman  Glenn.  Are  you  in  the  process  of  auditing  those  now, 
and  are  these  CFO  reports  coming  out  as  we  had  hoped  they  would, 
as  pretty  definitive  and  good  advisory  opinions — give  us  your  opin- 
ion of  what  you  see  so  far — and  I  know  you  haven't  been  through 
all  of  these  yet,  but  what  is  the  status  of  those? 

Mr.  Bowsher.  Well,  we  see  more  progress  than  we  have  seen  in 
years.  They  aren't  in  as  good  shape  as  we  would  have  hoped,  but 
we  do  see  progress.  So  we  are  hoping  that  if  we  get  good  CFOs  with 
this  administration  that  this  progress  will  continue,  and  so  we  are 
very  encouraged. 

Chairman  Glenn.  I  also  talked  about  people  coming  in,  spending 
their  21  months,  and  out  they  go.  This  administration  is  getting  a 
commitment  from  people  coming  in  not  to  lobby  their  agencies  for 
5  years  after  they  leave.  Do  you  think  it  would  be  even  possible  to 
get  people  to  agree  to  a  certain  time  commitment  when  they  come 
in? 

Mr.  Bowsher.  I  think  that's  really  a  good  thing  to  ask  for  be- 
cause I  don't  think  you  can  do  a  job  unless  you  stay  4  years.  The 
ones  who  can  generally  accomplish  more  are  those  like  Secretary 
Schultz  and  Mac  Baldridge  and  some  of  the  others  who  stayed 
much  longer.  These  are  the  people  who  can  really  achieve  some- 
thing. 

So  I  think,  one,  you've  got  to  get  the  right  person,  and  then 
length  of  tenure  is  important  to  achieve  something. 

Chairman  Glenn.  You  probably  have  as  close  a  look  at  the  over- 
all budget  and  all  the  different  departments  as  anybody  in  Govern- 
ment, certainly  anybody  in  the  legislative  end  of  the  Government, 
and  can  look  at  it  in  its  entirety.  Do  you  have  any  objective  you 
could  see  as  a  deficit  projection  cut  that  would  be  possible,  that  you 
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think  could  really  be  put  in  and  actually  met,  instead  of  having  to 
make  excuses  2  or  3  or  4  years  down  the  road? 

Mr.  BowsHER.  I  don't  think  you  can  do  that,  especially  at  this 
time,  because  I  think  health  care  is  such  a  driver,  and  a  lot  de- 
pends on  what  kind  of  a  health  care  reform  program  is  finally  de- 
cided upon  and  how  much  cost  control  you  really  get  as  a  result  of 
that  program. 

Chairman  Glenn.  The  red  light  is  on,  and  my  time  is  up,  but  do 
you  have  some  specific  suggestions  in  this  health  care  area?  I  know 
you  lay  out  all  the  problems,  but  I'm  also  looking  for  some  specific 
recommendations  if  you  have  any  here  as  to  what  the  new  adminis- 
tration should  do.  Are  there  any  in  that  health  care  area? 

Mr.  BowsHER.  Yes.  We  have  done  a  lot  of  work  in  the  last  3 
years  on  different  health  care  systems.  We  have  looked  overseas, 
we  have  looked  at  some  of  the  unique  systems  like  in  Hawaii  and 
Rochester,  NY,  we  have  looked  at  the  managed  care,  we  have 
looked  at  the  fee-for-service. 

Janet  Shikles,  who  heads  up  our  health  care  area  is  here,  and  I 
think  we  have  a  certain  number  of  reports  here  that  I  would  hope 
every  Congressman  and  every  Senator  would  read  just  so  they  can 
understand  the  issues  and  what  has  been  tried  in  other  areas  and 
what  are  the  key  components. 

In  other  words,  you  are  probably  moving  toward  a  universal 
access  feature  to  it.  You  have  to  have  a  cost  control  feature  to  it. 
And  the  big  thing  is  whether,  as  I  said,  you  do  managed  competi- 
tion or  whether  you  do  global  budgeting  or  whatever  approach,  you 
have  got  to  achieve  more  of  a  levelling  off  of  the  cost  trend  than  we 
have  had  in  this  country. 

I'll  turn  it  over  to  Janet  and  see  what  she  would  like  to  add  to 
this,  because  we  do  feel  that  the  body  of  work  that  we  have  done  in 
health  care  should  be  very,  very  helpful  to  the  members  of  Con- 
gress and  to  the  incoming  administration. 

Chairman  Glenn.  My  time  is  up  on  this  round.  We  could  extend 
the  time  a  little  bit,  Janet;  otherwise  I'll  get  into  it  on  my  next 
round. 

Ms.  Shikles.  Well,  we  have  just  outlined  a  certain  set  of  activi- 
ties that  you  could  include  in  health  care  legislation  that  would 
begin  to  get  you  savings,  and  these  are  things  that  all  of  you  had 
included  in  legislative  proposals — administrative  reform,  fraud  and 
abuse  controls,  measures  to  collapse  groups  into  buying  groups  to 
get  a  better  package  for  the  uninsured  so  they  could  get  a  better 
deal  in  purchasing  insurance.  We  have  also  identified  in  our  report 
the  advantages  and  disadvantages  of  whether  you  go  to  budget 
caps.  We  are  also  doing  work  on  the  managed  care  area,  what 
kinds  of  advantages  and  disadvantages  you  can  get  there,  in  terms 
of  when  you  consider  how  do  you  go  about  insuring  all  your  citi- 
zens and  slowing  the  cost  increases. 

Chairman  Glenn.  Thank  you.  I'll  get  into  more  detail  on  my 
next  round. 

Mr.  BowsHER.  One  thing  I'd  like  to  do.  Senator,  is  take  some  of 
the  reports  that  we  have  in  the  back  of  our  health  care  transition 
report  and  include  them  in  the  record  as  those  that  I  think  are 
most  key  for  the  members  of  Congress. 
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Chairman  Glenn.  Good.  We  appreciate  that,  and  without  objec- 
tion, those  will  be  included  in  the  record.  ^ 

Chairman  Glenn.  Senator  Roth. 

Senator  Roth.  I'd  like  to  go  back  to  this  concept  of  reinventing 
Government  and  how  we  really  get  the  job  done,  because  again,  I 
am  concerned,  like  Joe  Lieberman,  that  we  don't  once  again  have 
these  hearings  this  year,  and  2  or  4  years'  hence,  we  do  it  again 
and  make  pretty  much  the  same  criticisms. 

The  problem  as  I  see  it — and  I'd  like  your  comments — is  that  to 
look  for  each  agency  or  department  to  bring  about  the  kind  of 
reform  we  are  talking  about,  I  think  is,  unfortunately,  impractical, 
because  we  already  have  the  Cabinet  people  coming  in,  and  then 
the  assistant  secretaries,  we  have  all  the  bureaucracy.  And  yes,  you 
can  make  a  study  of  the  General  Accounting  Office,  but  how  many 
people  did  you  eliminate?  How  many  jobs  did  you  eliminate?  And 
I'm  not  being  critical,  but  it  is  just  inherent  that  the  vested  inter- 
ests come  into  play. 

What  we  are  talking  about  here,  or  at  least  what  I  am  talking 
about,  is  significant  change,  not  just  puttering  around.  How  do  you 
get  that  done? 

If  you  look  in  the  private  sector  at  IBM,  a  most  successful  compa- 
ny for  the  past  many  years,  all  of  a  sudden  it  finds  it  is  out-of-date 
and  is  totally  revamping  and  restructuring.  So  these  are  not  easy 
things  to  do. 

The  President-elect  has  talked  about  downsizing  Government. 
The  problem  is  that  every  administration  comes  in  with  the  best  of 
intent,  I  believe,  but  they  come  in,  and  we've  got  the  Persian  Gulf 
and  all  these  other  things,  and  it  isn't  long  before  people  are 
caught  up  in  the  problem  of  the  moment. 

So  if  we  really  feel  that  Government  is  as  inefficient  as  has  been 
said  today — and  I  think  you  are  right — how  do  we  really  get  some- 
thing done  of  the  kind  of  scope  and  magnitude  that  the  American 
public  is  demanding? 

Mr.  BowsHER.  I  think  that  you  should  look  to  the  private  sector 
and  look  at  some  other  countries  and  how  they  have  done  it.  They 
basically  have  gone  after  some  of  their  major  areas,  and  I  think 
that  is  what  would  be  best  for  this  administration  to  do — pick  five 
or  six  major  areas  that  have  a  big  impact  on  either  the  budget  defi- 
cit or  service  to  the  people  or  taxpayer  interface,  like  the  IRS,  and 
say  we  want  to  really  make  major  changes. 

I  agree  with  you.  Senator — we  don't  want  to  just  putter  around 
now;  we  want  to  try  to  make  really  significant  changes.  I  would 
then  try  to  get  a  program  going  in  each  of  those  five  or  six  areas, 
and  I  would  have  outside  boards  of  consultants  working  with  the 
Secretary  or  the  agency  head,  and  then  I  would  have  somebody  at 
the  White  House  or  at  the  OMB  who  is  directly  responsible  for  this 
major  effort,  and  I  would  tie  into  the  Congress  somehow — maybe 
this  Committee  as  being  the  Committee  that  we  would  be  reporting 
to  periodically  as  to  how  well  we  are  getting  the  job  done. 

Senator  Roth.  Because  if  we  are  going  to  make  the  major  struc- 
tural changes  that  I  am  talking  about,  the  executive  branch  does 


'  The  reports  are  retained  in  the  files  of  the  Committee. 
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not  have  the  authority;  it  would  in  many  cases  take  legislative 
action. 

Mr.  BowsHER.  That's  correct. 

Mr.  FoGEL.  Senator,  one  of  the  things  we  do  in  the  third  transi- 
tion series  report  on  Government  management  issues  is  detail  some 
of  the  things  that  other  countries  and  some  States  had  to  do  to 
begin  to  do  this.  And  it  goes  along  just  with  what  you  said;  they 
had  to  absolutely  recast  how  they  did  their  operating  budgets,  look 
at  a  longer  term.  They  had  to  give  managers  increased  flexibility, 
for  example,  if  they  had  to  take  certain  cuts,  to  be  able  to  retain 
some  of  the  savings.  They  had  to  give  them  more  flexibility  in 
terms  of  how  they  hired,  trained,  and  let  people  go  if  they  were  not 
performing. 

Mr.  BowsHER.  Which  is  the  Rickover  system. 

Mr.  FoGEL.  That's  right.  So  you  are  talking  about  creating  a 

Senator  Roth.  Rickover,  as  far  as  I  understood  it — and  he  was 
tremendously  successful — but  it  was  because  of  a  key  leader  who 
had  the  strength,  the  character,  and  the  backing  of  the  Congress  to 
do  what  he  wanted  to  do. 

Mr.  BowsHER.  That's  right. 

Senator  Roth.  Not  many  get  that  kind  of  a  blank  check. 

Mr.  BowsHER.  No;  but  maybe  that's  what  it  takes. 

Senator  Roth.  It  could  well  be,  but  that  also  means  Government 
must  be  much  smaller,  because  he  had  a  team  that  could  do  almost 
everything— isn't  that  right?  And  that  is  what  they  are  doing  in 
the  private  sector.  They  are  getting  rid  of  departments,  and  they 
have  a  team  that  handles  research,  marketing,  manufacturing. 

Mr.  BowsHER.  Yes.  And  just  think  about  the  Agriculture  Depart- 
ment. And  the  reason  I  sometimes  come  back  to  that  is  because  we 
have  done  a  big  management  study  there,  and  we  have  been  work- 
ing with  the  Secretary  very  successfully.  But  we've  got  all  of  these 
county  offices  out  there,  really  delivering  the  services  the  way  we 
did  in  the  1930's. 

Senator  Roth.  Absolutely.  That's  the  nub  of  the  problem. 

Mr.  BowsHER.  And  the  farming  has  all  changed.  So  now  is  the 
time  that  you  could  really  get  a  small  group  of  people  together  that 
knows  agriculture,  sits  down  and  figures  out  what  laws  you  have  to 
change,  what  regulations  you  have  to  change  to  make  it  more  un- 
derstandable to  the  farmers.  They'd  love  it  if  they  could  under- 
stand these  programs  better  than  they  do  today.  They  would  love 
to  get  rid  of  some  of  the  regulation  that  has  been  built  up  because 
of  the  lawyers  in  Washington  working  on  the  regulations.  And 
then  you  could  streamline  it.  You  could  get  modern  systems,  and  I 
suspect  you'd  have  a  much  smaller  Agriculture  Department  when 
you  got  done  providing  better  service  to  the  farmer. 

Chairman  Glenn.  Rickover  was  the  ultimate  in  your  perform- 
ance measurement;  you  either  performed,  or  you  were  out. 

Senator  Roth.  Yes,  that's  right.  The  Chairman  makes  a  good 
point. 

Let  me  go  into  something  more  specific.  You  have  criticized  the 
Defense  Department  and  the  number  of  planes,  I  think  rightfully 
so.  But  should  we  perhaps  have  some  kind  of  a  central  agency  for 
procurement  there,  to  avoid  this  duplication  and  culture  within 
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each  of  the  services,  that  they  have  to  have  their  own  hehcopter, 
their  own  whatever. 

Mr.  BowsHER.  You  know,  the  Office  of  Secretary  of  Defense  was 
really  set  up  to  make  the  trade-off  choices,  and  they  haven't  done 
as  well  as  I'm  sure  the  originators  of  that  legislation  had  hoped 
back  in  the  1940's.  Whether  you  need  some  central  thing — I  believe 
Mr.  Atwood  has  come  out  and  said  that  he  thought  there  was  a 
need  for  something  like  that. 

Senator  Roth.  I  proposed  that  in  legislation,  and  it  does  seem  to 
me  that  there  are  a  number  of  reforms  that  would  help  eliminate 
the  kind  of  problem  you  are  pointing  to. 

My  time  is  almost  up,  but  let  me  ask  you  one  final  question  on 
this  round.  Alice  Rivlin,  who  is  to  be  Deputy  Director  of  OMB,  said 
in  her  book  on  federalism  that  we  should  reconsider  the  role  of  the 
Federal  Government  in  such  areas  as  education  and  worker  train- 
ing, that  such  programs  can  be  done  more  efficiently  at  the  State 
and  local  level. 

What  can  be  done  to  clarify  the  role  of  the  Federal  Government, 
and  should  we  be  considering  that  it  may  play  a  smaller  role  vis-a- 
vis States?  We  talked  about  better  utilization  in  the  private  sector, 
but  how  about  the  States? 

Mr.  BowsHER.  I  think  that's  right.  I  think  the  States  are  much 
more  capable  today  than  they  were,  say,  20  or  30  years  ago.  So 
there  are  areas,  I  am  sure,  and  I  think  Alice's  book  is  a  good  book 
on  the  topic. 

Senator  Roth.  I  guess  my  question  to  you  is  not  only  the  ques- 
tion of  whether  States  were  more  efficient  than  they  were  yester- 
day, but  to  me  the  key  question  is:  Are  they  better  able  to  do  some 
of  these  jobs? 

Mr.  BowsHER.  Yes,  because  they  are  closer  to  the  people.  But  at 
the  same  time,  take  education — maybe  what  we  need  is  the  Depart- 
ment of  Education  at  the  Federal  level  working  on  some  national 
standards  of  achievement,  like  math  and  science,  but  delegating 
more  of  it  to  the  States  and  the  localities  to  actually  achieve  it  and 
then  to  see  how  that  works  out. 

The  one  thing  that  the  State  and  local  people  are  concerned 
about  is  they  feel  that  they  have  been  mandated  so  much  and 
haven't  been  given  the  resources,  so  when  you  meet  with  many  of 
them,  they  have  a  big  complaint  about  the  Federal  Government.  So 
I  think  that  a  sorting  out  of  that  makes  a  lot  of  sense,  because  I 
think  there  is  a  lot  of  unhappiness  on  both  sides. 

Senator  Roth.  Justifiable  complaints,  I  think. 

Mr.  BowsHER.  Yes. 

Senator  Roth.  Thank  you,  Mr.  Chairman. 

Chairman  Glenn.  Senator  Sasser. 

Senator  Sasser.  Thank  you  very  much,  Mr.  Chairman. 

General  Bowsher,  let  me  just  ask  one  or  two  more  questions  on 
this  whole  idea  of  trying  to  reduce  spending  in  the  military  area, 
or  trying  to  spend  more  effectively  there,  and  then  I  will  move  on 
to  something  else. 

In  your  studies  and  research  here,  did  you  look  into  the  area  of 
spending  on  the  part  of  the  intelligence  agencies?  And  I  ask  that 
question  for  this  reason — the  popular  press  reports  that  we  spend 
about  $30  billion  a  year  on  intelligence-gathering  agencies  in  the 
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Government.  The  Director  of  the  Central  Intelligence  Agency  has 
said  publicly  in  times  past  that  the  lion's  share  of  the  work  of  that 
agency  was  directed  toward  gathering  information  about  the  old 
Soviet  Union,  which  is  no  longer  a  viable  entity  in  and  of  itself. 

Some  of  us  tried  to  reduce  that  intelligence  budget  by  $1  billion 
in  the  last  session  of  Congress  but  were  unsuccessful.  I  was  just 
wondering  if  you  had  any  information  about  any  savings  that  could 
be  made  here. 

Mr.  BowsHER.  Yes.  Frank  Conahan  is  the  Assistant  Comptroller 
General  who  heads  up  all  of  our  work  in  defense  and  the  intelli- 
gence area,  and  I'd  like  Frank  to  answer  that. 

Mr.  Conahan.  Senator  Sasser,  the  amount  of  the  intelligence 
budget,  as  you  well  know,  is  a  classified  number. 

Senator  Sasser.  Right. 

Mr.  Conahan.  It  has  various  components.  A  portion  of  it  has  to 
do  with  tactical  intelligence,  and  the  equipments  that  are  pur- 
chased under  that  part  of  the  program  are  not  terribly  different,  as 
you  know,  from  other  weapons  systems,  and  I  think  they  go 
through  the  same  rigors  as  weapons  systems  do. 

The  activities  of  the  National  Security  Agency  get  a  little  further 
away  from  normal  kinds  of  Government  activity,  and  I  think  that 
there,  the  controls  that  are  required  do  not  get  the  kind  of  scrutiny 
that  they  need,  although  the  General  Accounting  Office  as  well  as 
the  Department's  inspection  organizations  do  have  access  there. 

The  real  problem  is  when  you  get  to  the  Central  Intelligence 
Agency  itself.  We  have  been  unsuccessful  over  the  years  in  gaining 
access  to  the  Central  Intelligence  Agency  and  to  the  other  parts  of 
the  intelligence  community  that  the  Central  Intelligence  Agency  or 
the  Director  of  Central  Intelligence  has  direct  control  over. 

So  that  as  an  institution,  we  are  not  really  able  to  answer  your 
question  directly.  I  do  believe  that  a  re-examination  of  what  the 
Agency  is  doing  is  required.  We  have  had  continuing  dialogue  with 
the  intelligence  committees  over  a  long  period  of  time.  I  have  gen- 
eral cognizance  over  what  they  do.  I  am  not  satisfied  that  they 
have  the  staff  or  the  wherewithal  to  make  the  kind  of  examination 
and  do  the  kind  of  scrutiny  that  is  required  to  really  get  to  the 
bottom  and  answer  the  kind  of  question  that  you  have  raised. 

Mr.  BowsHER.  And  I  would  just  add  that  I  think  the  $30  billion 
approximation  should  be  a  potential  area  of  really  major  reduction, 
because  if  you  will  remember,  a  lot  of  that  was  built  up  in  the 
1980's,  and  I  would  think  that  with  the  new  world  situation,  some 
savings  must  be  available  there. 

Senator  Sasser.  Well,  what  prompts  the  question  and  my  con- 
cern is  generated  by  this — you  have  an  agency  or  agencies  that  are 
spending  multiples  of  tens  of  billions  of  dollars  in  what  is  essential- 
ly a  "black"  program  that  very  few  in  the  Congress  know  about; 
the  General  Accounting  Office  does  not  have  access  to  examination 
of  some  of  these  expenditures,  but  we  do  know  that  an  enormous 
amount  of  money  is  being  spent,  and  we  do  know  that  in  times 
past,  the  lion's  share  of  that  had  been  directed  toward  surveillance 
and  intelligence-gathering  of  an  enemy  that  no  longer  exists. 

So  I  think  that  given  the  new  world  scenario  we  find  ourselves 
in,  we  probably  ought  to  give  consideration  to  trying  to  open  some 
of  that  up  and  let  auditors  of  the  General  Accounting  Office  look  at 


33 

it  and  make  a  better  determination  about  how  the  money  is  being 
spent  and  whether  some  savings  could  be  made. 

General  Bowsher,  you  indicated  that  one  of  the  largest  expendi- 
tures or  growth  of  expenditures  is  occurring  in  Medicare  and  Med- 
icaid. When  we  hear  all  this  talk  about  let's  make  savings  in  enti- 
tlements, and  cut  entitlements,  and  entitlements  are  the  problem, 
when  we  peel  all  that  back,  we  find  that  85  percent  of  the  growth 
in  entitlements  is  in  Medicare  and  Medicaid,  as  I'm  sure  you  and 
your  colleagues  are  aware. 

Mr.  Bowsher.  That's  right. 

Senator  Sasser.  And  over  the  last  2  years  I  have  spent  consider- 
able time  and  held  a  number  of  hearings  on  the  question  of  waste, 
fraud  and  abuse  within  the  Medicare  system.  I  have  dealt  primari- 
ly with  a  small  part  of  the  system,  durable  medical  equipment,  and 
now  we  are  getting  into  home  health  care.  But  we  are  finding  that 
the  whole  focus  in  the  Medicare  system  appears  to  be  to  pay  the 
claim.  There  is  very  little  concern  about  whether  or  not  the  claim 
is  valid.  Very  little  effort  has  been  made  in  times  past  to  try  to 
screen  out  the  fraudulent  claims. 

These  matters  are  pointed  out  to  the  Health  Care  Financing  Ad- 
ministration, which  has  the  responsibility  for  paying  these  claims, 
or  supervising  the  payment  of  them,  but  inexplicably,  they  seem  to 
do  nothing. 

Do  you  think  there  is  a  bigger  role  here  for  the  General  Account- 
ing Office  to  play  in  making  certain  that  these  trouble  spots  are 
identified  and  remedied,  and  what  immediate  remedies  do  you  and 
your  colleagues  see? 

Mr.  Bowsher.  We  have  done  quite  a  bit  of  work  in  this  area, 
Senator.  Janet  Shikles,  again,  heads  up  this  work,  so  I'd  like  her  to 
explain  what  work  we  have  done.  But  it  is  a  very  serious  problem 
area,  no  question  about  it. 

Janet? 

Ms.  Shikles.  In  our  high  risk  report,  we  have  summarized  some 
of  the  problems  that  you  identified,  Senator,  in  the  hearings  you 
held  on  problems  in  durable  medical  equipment.  We  feel  very 
strongly  that  this  new  administration  has  got  to  focus  on  HCFA 
and  its  management  of  the  Medicare  program.  It  hasn't  been  focus- 
ing on  it.  The  contractors  are  not  doing  a  good  job. 

The  problems  that  you  identified  and  we  have  identified  in  the 
durable  medical  equipment  area,  you  can  find  repeated  in  every 
area  that  you  look  at.  Nobody  is  really  evaluating  these  contractors 
in  terms  of  what  you  want  them  to  do  and  are  they  doing  it.  The 
focus  has  been  paying  the  claims. 

Senator  Sasser.  Thank  you. 

One  final  question  on  the  Bank  Insurance  Fund,  if  I  might  turn 
to  that  for  just  a  moment.  General  Bowsher.  I  am  looking  at  ways 
to  save  money  here,  as  I  guess  you  can  see,  and  I  am  starting  out 
with  the  two  largest  items — the  defense  budget  and  Medicare  and 
Medicaid.  But  I  think  we  might  be  able  to  do  something  on  the 
Bank  Insurance  Fund,  although  that  problem  is  winding  down  a 
little. 

A  recent  article  in  The  American  Banker  suggested  that  in  lieu 
of  funding  for  the  Resolution  Trust  Corporation,  the  Federal  Depos- 
it Insurance  Corporation  could  draw  upon  its  $30  billion  Treasury 
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line  of  credit  to  pay  the  cost  of  resolving  some  of  these  insolvent 
thrifts.  The  article  points  out  that  the  banking  industry's  fortunes 
have  improved  dramatically,  and  so  much  so  that  perhaps  they 
won't  be  needing  to  look  to  the  Bank  Insurance  Fund  for  as  much 
help  as  has  been  needed. 

The  banking  industry  is  looking  stronger,  and  last  month  the 
FDIC  reported  bank  earnings  of  $8.5  billion  for  the  third  quarter  of 
1992,  and  that  set  three  straight  quarters  of  record  bank  profits.  So 
it  would  appear  that  the  banking  industry  is  well  on  the  way  to 
recovery. 

However,  I  think  the  GAO  still  has  some  reservations  about  the 
health  of  the  Bank  Insurance  Fund,  indicating  that  market  condi- 
tions, and  a  whole  host  of  things  could  affect  it  adversely.  In  your 
judgment,  how  bad  off  is  the  Bank  Insurance  Fund,  and  could  you 
hazard  a  judgment  on  the  proposal  that  has  been  made  for  the 
FDIC  to  draw  on  its  line  of  credit  to  fund  the  problem  of  the  sav- 
ings and  loan  industry,  rather  than  the  Bank  Insurance  Fund 
having  to  do  it  itself? 

Mr.  BowsHER.  Well,  what  you've  got  here  is  a  situation  where 
the  Congress  has  authorized  about  $70  billion,  $30  billion  for  loss 
money  and  $40  billion  for  working  capital  money.  The  FDIC  has 
had  to  draw  down  $10  billion  on  the  $40  billion,  but  they  have  not 
touched  the  $30  billion  yet. 

I  don't  think  you  are  going  to  have  to  have  legislation.  The  legis- 
lation that  was  passed  a  year  or  so  ago  gives  them  the  $70  billion, 
and  I  think  that — or,  I  am  hoping,  certainly — that  that  will  be 
enough.  A  year  or  2  ago,  I  was  worried  that  some  of  the  large  insti- 
tutions might  go  down  and  it  might  not  be  enough.  But  I  am  hope- 
ful right  now. 

Our  biggest  worry  really  is  the  embedded  losses  that  are  still  on 
the  balance  sheets  of  these  financial  institutions 

Senator  Sasser.  Are  you  talking  about  banks  here,  or  S  and  L's? 

Mr.  BowsHER.  Banks,  insurance  companies,  S  and  L's.  In  other 
words,  when  you  look  at  real  estate,  these  large  office  buildings — 
there  was  a  good  article  recently  in  the  New  York  Times  about 
Rockefeller  Center,  where  all  the  leases  are  going  to  come  up  in 
1994,  and  what  you  don't  know  is  how  many  tenants  are  going  to 
leave  and  how  many  tenants  are  going  to  get  reduced.  In  the  old 
days,  you  always  got  an  increase  in  your  rent;  now  what  is  happen- 
ing is  you  get  a  reduction. 

Senator  Sasser.  Did  the  Rockfellers  have  the  foresight  to  sell 
Rockefeller  Center  to  the  Japanese 

Mr.  Bowsher.  It's  looking  more  and  more  like  they  did,  that's 
correct.  So  our  big  worry  is  how  much  losses  on  those  balance 
sheets  might  eventually  have  to  be  taken  over.  We  are  hoping  they 
won't.  We  are  hoping  that  profits  will  cover  it. 

I  think  the  big  amount  that  you  are  going  to  have  to  pay  up  on  is 
with  the  S  and  L's.  In  other  words,  finishing  the  job  with  the  RTC. 
That  is  going  to  be  the  $25  to  $40  billion  that  you  are  going  to  have 
to  provide. 

I  will  point  out,  though,  on  that  $30  billion,  when  they  take  down 
that  $30  billion,  that  is  still  an  expenditure  out  of  the  Treasury;  in 
other  words,  you  don't  have  to  authorize  it.  You  have  already  done 
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the  authorizing.  But  if  they  use  that  loss  money,  that  is  an  expend- 
iture in  the  current  year. 

Mr.  FoGEL.  I  think  our  general  position,  Senator,  has  been  to 
look  to  the  banks  to  pay  as  much  of  the  premiums  to  try  to  recapi- 
talize the  fund  before  you  draw  upon  that  line  at  the  Treasury.  So 
I  think  we  would  encourage  the  FDIC  to  continue  to  look  to  the 
banks  to  fund  what  they  can,  and  if  you  need  to,  draw  on  the  line 
of  credit,  but  don't  go  to  the  line  of  credit  first. 

Senator  Sasser.  I  agree. 

Thank  you,  Mr.  Chairman. 

Mr.  BowsHER.  If  I  could  make  just  one  statement.  Senator,  I 
would  encourage  you  to  read  our  national  security  booklet — and 
you  weren't  here  when  I  first  started  summarizing.  In  there,  we  do 
have  what  we  call  the  costs  and  the  budget  problems  highlighted 
for  the  defense  area  that  I  think  the  incoming  administration  and 
the  new  Congress  will  have  to  cope  with  over  and  above  the  official 
figures.  So  I  would  encourage  that,  and  I'd  like  to  just  bring  that  to 
your  notice. 

Senator  Sasser.  Thank  you.  General  Bowsher. 

Chairman  Glenn.  Following  up  on  that  with  defense  for  just  a 
moment,  as  you  said  before,  DOD  has  launched  a  number  of  man- 
agement initiatives  that  are  supposed  to  modernize  operations  and 
save  a  lot  of  money.  We  had  the  creation  of  DBOF,  the  Defense 
Business  Operations  Fund;  DFAS,  the  Defense  Finance  and  Ac- 
counting Service,  and  CIM,  the  Corporate  Information  Manage- 
ment initiative.  Now,  we  have  had  GAO  reports  on  these  over  the 
last  couple  of  years,  and  I  would  solicit  your  opinion  today  as  to 
how  you  think  those  things  are  going.  But  let  me  just  give  an  ex- 
ample. When  it  comes  to  DBOF,  the  Defense  Business  Operations 
Fund,  there  have  been  some  people  on  the  Hill  here  who  have 
thought  that  it  amounted  more  to  a  slush  fund  than  anj^hing  else, 
and  we're  almost  back  to  the  old  "M"  accounts  again  in  the  way 
the  thing  has  operated,  and  it  circumvents  the  appropriations  proc- 
ess. 

What  is  your  opinion  of  that,  and  how  are  these  other  new  man- 
agement initiatives  working  out? 

Mr.  Bowsher.  Well,  I  think  this  is  really  the  current  administra- 
tion's effort  to  reinvent  the  management  functions  of  the  Depart- 
ment of  Defense.  In  other  words,  the  services  had  some  of  these  re- 
sponsibilities for  many  years  and  did  not  do  a  very  good  job  on 
some  of  them,  so  what  they  want  to  do  is  to  do  consolidation,  bring 
them  together,  modernize  them,  and  so  on. 

We  are  concerned  that  they  have  not  had  enough  talent  and 
enough  resources  to  get  as  much  progress  as  they  had  planned.  So 
right  now  it  is  still  very  premature  as  to  whether  it  is  going  to  be 
successful  or  not.  We  are  worried  about  them,  to  be  very  honest.  I 
think  they  were  going  in  the  right  direction  when  they  set  up  these 
efforts,  but  unless  they  do  them  right,  they  could  have  a  bigger 
mess  than  the  one  they  had  before. 

Chairman  Glenn.  A  few  comments  about  CIA.  I  introduced  a  bill 
years  ago,  back  in  1987,  to  give  GAO  access  to  monitoring  the  CIA, 
and  that  was  going  to  be  done  with  all  due  protection  for  secrecy 
and  so  on,  and  with  people  fully  cleared.  It  was  not  to  be  anjrthing 
that  would  be  released  outside,  and  as  I  recall,  work  would  be  done 
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onsite  with  all  sorts  of  protections.  But  that  did  not  go  through.  Do 
you  think  that  would  still  be  a  good  idea  to  have  monitoring  of 
those  accounts  under  all  appropriate  protection? 

Mr.  BowsHER.  I  think  the  CIA  is  such  a  large  and  costly  organi- 
zation, and  I  believe  that  so  much  of  that  money  is  in  high-technol- 
ogy projects  very  similar  to  the  ones  that  we  review  for  the  Defense 
Department  and  the  NSA,  that  it  would  make  sense.  And  as  you 
said,  Mr.  Chairman,  your  bill  had  the  provisions  that  we  would  not 
be  looking  at  the  covert  operations,  which  is  really  the  small 
money,  I  would  suspect. 

Chairman  Glenn.  Yes. 

Mr.  BowsHER.  So  that  I  think  you  can  build  the  safeguards  and 
still  look  at  some  of  the  really  big  money  out  there,  and  I  would 
think  that  that  would  make  sense. 

Chairman  Glenn.  You  indicated  that  centralization  of  activities 
at  Defense  can  achieve  some  efficiencies.  We  now  have  some  agen- 
cies with  centralized  responsibilities,  but  it  seems  that  they  are  in 
almost  a  continual  turf  war,  back  and  forth.  GSA  is  a  good  exam- 
ple, with  Federal  property,  the  Brooks  Act,  responsibilities  for 
buying  goods  and  services  like  computers,  FTS-2000 — with  fights 
with  agencies  on  each  issue. 

Who  has  got  to  knock  heads  with  organizations  like  that?  Is  that 
0MB  that  has  to  control  that? 

Mr.  BowsHER.  0MB,  basically,  and  we  have  done  a  major  man- 
agement study  at  GSA,  and  one  thing  we  have  recommended  is 
that  they  move  more  toward  policy  and  oversight  and  do  delegate 
some  of  these  responsibilities  to  some  of  the  major  agencies.  And  I 
would  hope  the  new  administration  would  give  that  quite  a  bit  of 
thought. 

Mr.  FoGEL.  I  certainly  think  in  that  area,  too,  that  some  encour- 
agement from  the  committees  up  here  would  help. 

Chairman  Glenn.  We  work  with  GSA  all  the  time  on  some  of 
these  things,  as  you  are  aware.  Most  of  them  don't  see  the  light  of 
day  in  the  newspapers  or  anything,  but  I  guess  it's  a  rare  day  that 
we  don't  have  some  sort  of  contact  back  and  forth  between  the 
Committee  and  GSA  on  something  that  is  going  on. 

Mr.  BowsHER.  I  think,  too,  like  in  the  computer  area,  where  com- 
puters have  totally  changed  now,  and  we  are  moving  away  from 
the  mainframe  era  to  the  PC  network  era,  that  some  of  that  ought 
to  be  re-looked  at,  and  we  would  be  pleased  to  work  with  the  Com- 
mittee and  try  to  take  another  look  at  that. 

Chairman  Glenn.  Let  me  get  into  a  few  specifics  here  in  the 
high  risk  areas  that  I'd  appreciate  your  comments  on.  Those  have 
been  of  particular  interest,  and  we  have  talked  to  you  about  it.  Do 
you  think  it  is  also  worthwhile  to  have  0MB  doing  their  high  risk 
list,  as  we  have  requested  in  the  past?  What  we  had  was  sort  of  a 
comparison  sheet.  We  asked  them  to  do  an  independent  study  of 
these  things,  and  you  to  do  your  own  independent  study,  and  then 
we  compared,  and  sort  of  all  came  out  in  the  same  ball  park,  usual- 

ly- 

Is  it  worthwhile  as  a  check  in  both  directions  to  ask  OMB  to  con- 
tinue doing  that,  because  it  requires  considerable  work? 
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Mr.  BowsHER.  I  think  it  really  is,  and  I'd  like  Don  Wurtz,  who 
headed  up  our  high  risk  work,  and  who  has  worked  very  closely 
with  0MB  in  the  last  3  years,  to  comment  on  that. 

Mr.  Wurtz.  We  definitely  feel  that  OMB's  high  risk  program  has 
been  a  great  success.  And  while  it  needs  strengthening,  we  feel 
that  without  it,  we  would  not  have  received  some  of  the  attention 
and  improvement  that  we  have  received  in  these  past  3  years.  To- 
gether with  our  program  and  the  CFO  Act,  we  have  probably  seen 
more  movement  in  improving  financial  management  than  we  have 
seen  in  the  last  2  decades. 

There  is  still  a  long  way  to  go,  and  we  have  a  lot  to  do,  and  it 
needs  to  be  strengthened,  but  we  hope  very  much  that  they  will 
continue  their  program  because  we  know  that  many  agencies 
simply  do  not  want  to  be  on  the  high  risk  list.  So  there  is  a  great 
momentum  to  do  whatever  they  can  do  that  is  necessary  to  get  off 
that  list,  and  0MB  is  holding  to  very  high  standards  now  to  do 
that. 

Chairman  Glenn.  Good.  Let  me  run  through  a  few  specifics  on 
the  high  risk  list.  The  first  one  you  mentioned  was  Agriculture. 
You  said  they  had  a  $7.6  billion  default.  I  believe  you  later,  then, 
said  that  that's  a  total  of  a  $20  billion  program — was  that  correct? 
Did  I  hear  that  correctly? 

Mr.  BowsHER.  They  have  $20  billion  in  their  direct  loan  pro- 
gram. 

Chairman  Glenn.  And  $7.6  billion  failure,  defaults? 

Mr.  BowsHER.  That's  correct. 

Chairman  Glenn.  That's  enormous. 

Mr.  BowsHER.  It  is  an  enormous  amount,  yes. 

Chairman  Glenn.  That's  a  one-third  default  rate.  Is  that  correct? 

Mr.  BowsHER.  Dexter  Peach  heads  up  our  work  in  this  area. 

Chairman  Glenn.  Dexter,  is  that  correct? 

Mr.  Peach.  Yes;  we  have  suffered  very  high  losses.  What  you 
find  in  that  program  is  they  very  often  end  up  forgiving  or  reduc- 
ing the  loan  amount  for  people  who  get  in  trouble,  and  often  they 
find  themselves,  immediately  after  reducing  a  loan  or  forgiving  a 
loan,  making  an  additional  loan  to  that  same  person,  who  is  still  in 
trouble,  and  they  haven't  dealt  with  the  underlying  problem  of 
why  they  don't  have  an  effective  farming  operation. 

So  in  effect  you  end  up  where  of  their  portfolio,  perhaps  over 
half  of  it  is  seriously  at  risk  for  not  being  repaid. 

Chairman  Glenn.  You  have  a  loan,  you  default,  and  they  come 
right  back  and  give  you  another  loan  to  start  all  over  again. 

Mr.  Peach.  We  have  had  people  who  have  defaulted  multiple 
times  on  their  loans  and  then,  because  of  their  conditions 

Chairman  Glenn.  And  they  just  keep  lending  to  them? 

Mr.  Peach.  Yes. 

Chairman  Glenn.  Well,  what  is  the  rationale  for  that? 

Mr.  Peach.  This  is  an  agency  that  has  a  mixed  mission  in  that  it 
has  been  told  to  be  the  lender  of  last  resort  to  people  who  cannot 
get  credit  elsewhere,  and  also  at  the  same  time,  it  is  supposed  to  be 
making  loans  that  should  be  repaid.  And  I  think  that  mixed  mis- 
sion has  always  sent  mixed  signals,  but  the  emphasis  has  been  on 
laxity  in  terms  of  making  loans  and  hoping  that  the  person  is 
going  to  be  able  to  repay. 
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Often,  if  you  would  look  at  good  analysis,  you  would  find  the 
person  cannot  cash  flow;  it  should  be  fairly  clear  that  the  cash  flow 
is  not  going  to  be  there  to  be  able  to  repay  the  loan  to  take  care  of 
that  person's  other  obligations. 

Chairman  Glenn.  That's  obviously  one  that  we  ought  to  look  at. 

Mr.  BowsHER.  Right. 

Chairman  Glenn.  The  red  light  is  on;  my  time  is  up.  Go  ahead, 
Senator  Roth. 

Senator  Roth.  I  was  going  to  ask  if  you'd  yield  for  a  question. 

Chairman  Glenn.  Go  ahead. 

Senator  Roth.  On  this  very  point,  those  responsible  for  the  trans- 
actions, what  kind  of  rating  do  they  get? 

Mr.  Peach.  Are  you  talking  about  the  people  responsible  for 
managing  the  organization  there? 

Senator  Roth.  Yes. 

Mr.  Peach.  I  can't  say  that  I  have  looked  at  their  personnel  rat- 
ings. Clearly,  we  have  looked  at  and  seen  that  the  lack  of  training 
and  management  and  the  lack  of  the  proper  kind  of  emphasis  on 
good  management  of  the  program  is  a  problem.  But  I  also  have  to 
admit  this  is  an  area  that  needs  congressional  attention  because 
this  agency  does  have  these  mixed  signals  with  respect  to  its  mis- 
sion and  with  respect  to  the  standards  to  which  they  should  be 
holding  the  people  to  whom  they  are  making  loans  for  repayment. 
And  Congress  is  involved  with  that  type  of  direction  to  the  pro- 
gram. 

Senator  Roth.  Getting  back  to  the  personnel  question 

Mr.  Peach.  I  suspect.  Senator,  that  the  emphasis  is  on  getting 
the  loans  out.  It  is  kind  of  like  so  much  of  the  emphasis  in  con- 
tracting in  the  Government  is  getting  the  contracts  signed,  and 
there  is  very  little  performance  measurement  and  reward  or  dis- 
reward  going  to  the  individuals  as  to  how  does  it  work  out. 

I  would  just  add  that  that  is  not  a  suspicion.  What  Chuck  is  as- 
serting there  is  correct;  in  fact,  the  emphasis  is  on  getting  the 
loans  out  in  the  agency. 

Mr.  BowsHER.  Yes. 

Senator  Roth.  Well,  two  things  concern  me,  and  probably  Con- 
gress may  have  some  responsibility,  as  you  point  out  there,  and  in- 
dividually and  collectively,  I  think  that  would  have  to  be  looked  at. 
But  my  concern  is  that  the  performance  of  the  supervisor,  general- 
ly, does  not  reflect  how  well  a  program  is  managed  or  not. 

Mr.  Peach.  Senator,  I'd  like  to  make  a  connection  that  is  an  in- 
teresting connection  here.  You  have  talked  about  reinventing  Gov- 
ernment and  looking  at  it  differently.  What  we  have  done  at  Agri- 
culture is  that  when  we  look  at  the  farm  loan  programs,  we  look  at 
the  crop  subsidy  programs  as  the  way  we  deliver  assistance  out  to 
rural  areas,  where  we  feel  there  may  be  need. 

There  is  a  real  question  with  the  change  in  the  farm  structure, 
the  number  of  people  who  are  on  the  farms,  the  needs  of  rural 
communities  and  rural  areas,  whether  the  mechanisms  we  are 
using  to  deliver  what  assistance  we  want  to  provide  to  the  rural 
areas  is  being  done  in  the  best  fashion.  So  again,  agriculture  be- 
comes a  key  area  that  you  can  look  at  and  ask,  how  can  we  use  the 
rnoney  we  can  provide  there  in  the  most  effective  way  to  provide 
aid  and  assistance  out  to  rural  areas. 
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Senator  Roth.  I  agree  with  what  you  are  saying.  I  guess  the 
question  I  would  like  to  ask  is  what  areas  don't  we  need  to  look  at, 
based  on  the  testimony  submitted  today. 

But  I  would  like  to  change  to  another  area,  if  I  might,  and  that  is 
trade.  I  think  global  competitiveness  is  in  many  ways  our  most  se- 
rious problem,  because  the  economy  and  the  creation  of  jobs 
depend  on  our  success  there. 

Four  years  ago,  in  another  transition  report,  General  Accounting 
Office  asserted  that  the  effectiveness  of  the  Department  of  Com- 
merce in  export  promotion  was  weakened  by  significant  organiza- 
tional problems.  In  my  view,  it  is  no  better  organized  today  than  it 
was  in  1988. 

Does  the  fact  that  at  least  10  agencies  involved  in  export  promo- 
tion hinder  our  ability  to  develop  a  comprehensive  Governnient  ap- 
proach? I  would  just  point  out  that  our  trade  imbalance  is  going 
up,  and  admittedly  that  is  partly  because  of  the  economy  in  other 
regions  of  the  world,  but  I  suspect  we  also  aren't  succeeding  as  well 
as  we  can  because  we  don't  have  the  mechanism. 

Mr.  BowsHER.  You  are  absolutely  right,  Senator.  This  is  a  very 
fragmented  area.  It  has  improved  hardly  at  all,  although  there 
have  been  some  efforts  in  the  last  4  years. 

Alan  Mendelowitz  is  the  person  who  heads  up  our  work  in  this 
area,  and  I  would  like  him  to  amplify  on  the  situation. 

Senator  Roth.  If  I  could  just  add  one  thing,  it  is  not  only  a  ques- 
tion of  export  promotion,  but  I  think  you  have  the  same  problem 
with  the  trade  policy-making  function,  and  I'd  like  you  to  include 
that  in  your  answer. 

Mr.  Mendelowitz.  I  think.  Senator,  you  are  absolutely  correct, 
and  if  I  can  refer  to  the  trade  promotion  area  just  as  an  example,  I 
think  I  can  amplify  on  the  concern  that  you  raise. 

In  order  to  do  a  good  job  in  export  promotion,  you  need  to  know 
what  your  agency  mission  is,  you  need  to  have  a  field  structure, 
you  need  to  have  expertise  in  your  organization,  and  you  need  to 
have  resources.  Because  we  have  spread  export  promotion  among 
so  many  agencies,  we  do  not  have  all  of  those  aspects  of  an  effec- 
tive organization  in  one  place. 

At  the  Commerce  Department,  in  the  Foreign  Commercial  Serv- 
ice, we  have  an  organization  which  has  made  tremendous  strides  in 
improving  its  effectiveness.  It  has  studied  in  depth  its  mission,  its 
programs;  it  has  improved  the  expertise  of  its  organization  and  its 
people,  but  it  has  very  limited  resources. 

At  the  Ex-Im  Bank,  you  have  an  agency  with  resources  and  ex- 
pertise, but  no  field  structure  to  deliver  those  resources. 

At  the  Small  Business  Administration,  you  have  a  large  field 
structure  and  you  have  a  lot  of  resources,  but  you  have  no  exper- 
tise in  the  delivery  of  export  assistance,  and  as  a  result,  they  pro- 
vide almost  no  assistance  to  exporters. 

And  in  the  Trade  Development  Program,  you  have  an  agency 
with  assistance  to  help  underwrite  the  cost  of  feasibility  studies  for 
major  projects  overseas  in  the  hopes  that  if  we  fund  the  feasibility 
studies,  we'll  have  a  more  attractive  opportunity  for  exporting  to 
those  projects  when  they  are  implemented,  but  that  organization  is 
a  stand-alone  organization  which  is  not  integrated  with  all  the 
others. 
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Until  we  begin  to  address  this  kind  of  fracturing  of  our  export 
promotion  services,  we  are  going  to  continue  to  dissipate  the  re- 
sources we  have  available,  and  we  will  continue,  I  think,  to  not 
make  the  most  effective  use  of  available  resources  in  an  area  that 
is  so  critical  to  our  economic  success  and  competitiveness  today. 

Senator  Roth.  Mr.  Bowsher,  the  thing  in  this  whole  reinventing 
of  Government,  which  I  am  obviously  very  supportive  of,  is  it  takes 
such  political  capital. 

Mr.  Bowsher.  That's  right. 

Senator  Roth.  And  what  concerns  me  is  that  we  meet  periodical- 
ly, and  we  all  agree  what  needs  to  be  done — maybe  not  how  it 
should  be  done,  but  what  needs  to  be  done — but  there  is  not  the 
political  will  to  do  it,  because  you've  got  too  many  vested  interests, 
both  in  the  private  and  the  public  sectors,  in  the  Congress,  so  that 
you  somehow  have  to  build  public  support  specifically  for  the  re- 
forms. Sure,  you  can  ask  people,  are  you  in  favor  of  Government 
reform?  And  99.9  percent  of  them  will  say,  yes.  It  is  when  you  are 
specific,  when  you  become  detailed,  that  you  run  into  problems. 

It  means  the  new  President  will  have  to  be  willing  to  spend,  par- 
ticularly if  he  follows  the  process  you  are  suggesting  of  doing  it 
through  his  office  and  not  through  some  commission,  he  will  have 
to  be  willing  to  spend  great  capital,  good  will,  in  getting  the  job 
done,  because  each  of  these  reforms,  whether  you  are  talking  about 
agriculture  or  trade  or  whatever,  those  reforms  are  stepping  on  a 
lot  of  powerful  toes,  including  some  up  here. 

So  how  do  we  get  the  political  will  to  do  it?  I  am  sure  the  new 
President  will  have  the  will,  but  as  I  have  said,  he  is  going  to  be 
involved  in  international  issues,  the  budget — there  are  so  many  de- 
mands on  his  time.  How  do  you  get  the  political  will  and  the  means 
so  that  we  can  avoid  coming  back  4  years  from  now  and  doing  the 
same  thing  all  over  again? 

Mr.  Bowsher.  Well,  you  might  be  right,  Senator.  Maybe  we  need 
some  kind  of  a  commission  and  more  of  a  bipartisan  effort  to  build 
that  political  will  and  the  consensus  around  the  country. 

Senator  Roth.  That's  what  I  think  it  takes.  I  think  the  success  of 
the  fifties  was  that  they  got  State  organizations  in  support  of  the 
reforms  made  at  that  time. 

Mr.  Bowsher.  Yes. 

Senator  Roth.  Thank  you,  Mr.  Chairman. 

Chairman  Glenn.  On  Federal  financing  of  campaigns? 

Student  loans.  You  said  the  records  are  so  poor  that  it  is  difficult 
to  audit  that  area;  is  that  right? 

Mr.  Bowsher.  That's  correct,  yes.  Don  has  been  working  on  that. 

Chairman  Glenn.  You  estimate  $3.6  billion  down  last  year;  is 
that  right? 

Mr.  WuRTZ.  Yes,  that's  correct. 

Chairman  Glenn.  Out  of  a  total  of  how  much? 

Mr.  WuRTZ.  Well,  they  have  about  $65  billion  in  guarantees  cur- 
rently outstanding  right  now.  The  annual  defaults  are  running  at 
approximately  the  $3  billion  rate.  In  1992,  they  will  have  gone 
down  a  little  to  about  $2.7  billion,  but  we  anticipate  that  they  will 
go  back  up  because  a  large  number  of  students  took  loans  due  to 
the  recession  and  are  actually  going  back  to  school. 
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Chairman  Glenn.  What  recommendations  would  you  give  us  in 
that  area  if  we  asked  for  them  on  how  we  could  change  that  pro- 
gram to  make  sure  that  it  is  a  loan  program  and  that  they  get 
repaid? 

Mr.  WuRTZ.  Senator,  we  are  in  the  process  of  issuing  a  report 
that  is  a  result  of  the  financial  audit  that  we  are  doing,  and  I  must 
say  that  in  the  last  2  years,  they  have  made  light-years'  efforts  to 
move  forward  in  improving  their  financial  management. 

Again,  it  is  just  a  start,  but  we  will  have  for  the  first  time  in  the 
28-year  history  of  the  student  loan  program,  meaningful  financial 
statements  in  1992.  We  are  not  sure  yet  that  we  will  be  able  to  give 
a  clean  opinion  on  those,  but  it  is  going  to  be  a  significant  improve- 
rnent  over  prior  years.  And  we  do  have  a  number  of  recommenda- 
tions in  our  report  that  will  be  coming  out  shortly  that  will  address 
some  of  those  concerns,  and  as  a  matter  of  fact,  some  of  the  struc- 
ture of  the  program,  that  we  believe  would  need  to  be  changed  in 
order  to  assist  education  in  fulfilling  their  financial  management 
role. 

Chairman  Glenn.  One  of  the  things  I've  never  tried  to  put  into 
legislation,  but  I  have  thought  would  work  in  that  area — and 
maybe  I  have  been  derelict  in  not  getting  it  out  sooner,  or  maybe 
it's  a  lousy  idea,  too — but  I  have  always  thought  that  one  way  to  do 
this  is  instead  of  saying  6  months  or  a  year  after  you  are  out  of 
school,  you  have  to  start  repaying  the  loan — that  is  just  when 
people  are  out  of  college,  and  they  are  getting  married,  having  chil- 
dren, and  perhaps  have  responsibility  for  a  mother  or  a  father  or 
something  else — I  have  always  thought  we  could  do  this  on  a  differ- 
ent basis  and  say  that  you  start  paying  back  when  your  income,  is, 
say,  140  or  150  percent  above  poverty  level,  and  it  is  added  onto 
your  income  tax  statement  at  that  point.  When  it  shows  that  what- 
ever your  number  of  dependents  and  your  situation  is,  then  you 
would  just  add  that  onto  the  income  tax  statement,  and  it  has  to  be 
paid,  and  that's  it.  That  way,  you  accommodate  people  at  a  time 
when  they  really  cannot  pay  back,  and  when  they  get  into  the 
habit  of  going  into  default,  and  yet  you  would  eventually  get  the 
whole  thing  back. 

Now,  maybe  some  people  get  through  college  and  never  get  above 
150  percent  anyway,  so  you'd  have  to  have  maybe  an  extra  half- 
percent  protection  in  there  or  whatever — and  I  didn't  come  here  to 
debate  all  of  this  this  morning,  but  is  that  an  idea  I  should  forget, 
or  is  it  one  we  ought  to  propose  and  debate? 

Mr.  WuRTZ.  Senator,  in  the  ftigher  Education  Amendments  of 
1992,  there  is  a  provision  for  a  pilot  program  on  direct  loans,  and 
part  of  that  pilot  program  includes  different  methods  for  repay- 
ment that  will  recognize  income  levels.  So  it  is  going  to  be  a  pilot 
program.  We  are  required  by  law  to  actually  audit  the  results  of 
that  pilot  program  and  report  back  to  the  Congress,  which  we  will 
do. 

Chairman  Glenn.  Yes.  The  proposals  in  that  are  a  little  different 
than  what  I  had  in  mind.  Anyway,  I  am  aware  of  those. 

Bank  Insurance  Fund.  Do  we  think  that  not  only  FDIC,  but 
FSLIC  and  RTC  and  so  on — do  we  have  adequate  protections  in 
there  now  to  prevent  these  things  from  ever  happening  again,  in 
your  opinion? 
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Mr.  BowsHER.  I'm  not  sure  we  could  give  you  a  blanket  state- 
ment that  it  would  never  happen  again,  but  I  do  believe  that  some 
of  the  reforms  that  were  passed  by  the  Congress  a  year  ago  will  do 
a  lot  to  avoid  it  and  certainly  give  us  much  more  early  warning  as 
to  when  these  kinds  of  problems  occur. 

I  think  one  of  the  big  problems  facing  the  Congress  this  year  is 
that  many  of  the  bank  lobbyists  are  going  to  be  trying  very  hard  to 
get  these  out.  In  other  words,  they  don't  like  some  of  these  new 
capital  requirements,  they  don't  like  some  of  these  new  early  warn- 
ing things,  and  they  don  t  like  the  requirements  to  have  adequate 
control  and  to  report  to  the  public  as  to  whether  they  have  ade- 
quate controls  or  not. 

I  think  it  is  essential  that  these  reforms  be  maintained.  There 
might  well  be  too  much  duplication  in  our  bank  regulatory  system, 
and  I  think  that  should  be  looked  at,  and  I  have  already  talked  to 
the  chairmen  of  both  banking  committees  about  our  willingness  to 
help  them  with  that  problem.  But  I  think  the  reforms  that  have 
been  passed  by  the  Congress  in  the  last  few  years  are  essential  to 
keep  in  there  if  we  are  going  to  avoid  big  deposit  insurance  prob- 
lems in  the  future. 

Chairman  Glenn.  Your  feeling  right  now  would  be  that  we  are 
in  pretty  good  shape  at  the  moment? 

Mr.  BowsHER.  Well,  I  think  once  you  pass  whatever  is  needed  to 
wrap  up  the  S  and  L  problems,  I  do,  yes.  But  that  is  going  to  be  a 
big  vote  and  a  big  sum  of  money.  That  is  $25  to  $40  billion  that  is 
needed  sometime  this  year,  probably. 

Chairman  Glenn.  Pension  Benefit  Guaranty  Corporation,  PBGC. 
You  indicated  that  their  records  are  also  very,  very  poor,  such  that 
you  have  trouble  getting  good  information  altogether;  is  that  right? 

Mr.  Bowsher.  That's  correct. 

Chairman  Glenn.  And  is  that  one  that  is  going  to  come  up  for  a 
huge  bailout  one  of  these  days,  also?  I  think  you  indicated  total  li- 
abilities under  that  of  almost  $18  billion,  or  $17.9  billion? 

Mr.  Bowsher.  That's  correct,  yes.  That  has  the  potential  of  being 
a  big  problem  and  a  claim  on  the  taxpayer  if  many  of  these  plans 
that  are  not  well-funded  go  under.  And  I  think  Mr.  Lockhart,  who 
is  the  chairman  of  that  group,  has  been  trying  to  warn  people,  very 
successfully,  that  he  has  got  a  real  problem  and  that  people  should 
address  it.  I  think  this  is  an  area  that  Congress  ought  to  look  at 
very  carefully. 

Chairman  Glenn.  Do  you  have  a  feel  for  how  much  additional 
funding  we  should  provide?  In  other  words,  that  was  always  looked 
at  as  just  sort  of  a  bailout  in  case  companies  go  down,  and  yet  now 
we  have  huge  companies  up,  down,  all  over  the  place,  and  they  in 
turn  have  negotiated  their  labor  contracts,  most  of  them,  on  future 
earnings. 

Mr.  Bowsher.  That's  correct. 

Chairman  Glenn.  Now,  that  may  have  been  fine  25  or  30  years 
ago  when  you  had  GM  and  Ford  and  Chrysler  and  IBM,  everybody 
solid  as  a  rock,  "Big  Blue,"  and  so  on.  But  now  we  see  whole  com- 
panies going  up  and  down,  and  there  aren't  going  to  be  some  of  the 
future  earnings,  and  are  people  who  depend  on  that  for  their 
sunset  years  going  to  be  left  out  in  the  cold,  or  are  we  going  to 
have  to  require  more  funding  as  it  goes  along,  when  companies  are 
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actually  able  to  contribute  a  higher  percentage  than  we  have  re- 
quired in  the  past? 

Mr.  BowsHER.  I  think  that  you  are  going  to  see  legislation  being 
introduced  on  this  issue  this  year,  and  some  of  the  reforms  that 
will  be  in  there  will  include  the  funding.  We  are  doing  some  work, 
and  I  think  we  will  be  reporting  on  that  pretty  soon — right,  Don? 

Mr.  WuRTZ.  Yes.  There  have  been  a  number  of  proposals  by  the 
administration  with  regard  to  improving  the  funding,  with  regard 
to  clarifying  or  improving  their  priorities  in  bankruptcy,  their 
budgetary  treatment,  the  whole  question  there,  cash  to  accrual, 
those  kinds  of  issues,  and  we  will  be  giving  our  positions  on  those 
when  that  legislation  is  raised. 

Chairman  Glenn.  Janet,  could  you  come  back  up  a  second?  I 
want  to  ask  about  health  care,  Medicare,  and  so  on.  On  this  Com- 
mittee— I  don't  know  whether  you  have  followed  our  efforts — ^but 
the  Permanent  Subcommittee  on  Investigations  has  been  looking 
into  the  insolvency  of  some  of  the  Blues,  Blue  Cross,  Blue 
Shield 

Ms.  Shikles.  We  are  working  with  the  Subcommittee  on  that 
issue,  yes. 

Chairman  Glenn.  I  thought  you  had  been  working  with  them  on 
that.  Do  you  see  that  as  a  problem  that  is  going  to  spread  to  other 
insurance  companies?  If  it  does,  we  are  in  more  trouble  in  that 
area  than  we  have  envisioned.  Is  this  just  the  tip  of  the  iceberg,  or 
is  this  an  anomaly  in  our  whole  health  care  situation,  health  insur- 
ance? 

Ms.  Shikles.  Well,  you  raise  an  area  of  concern.  We  are  looking 
at  the  Blues  now.  We  have  been  working  with  the  Subcommittee 
on  a  set  of  studies,  and  one  of  the  issues  is  solvency,  and  then  we 
are  also  going  to  be  looking  at  the  commercial  insurers  and  will  be 
reporting  back  to  Congress  on  whether 

Chairman  Glenn.  Well,  is  there  a  big  caution  light  in  this  area, 
do  you  think?  Is  that  the  tip  of  the  iceberg,  or  is  this  something 
that  you  think,  from  your  expertise  in  this  area,  may  be  something 
that  is  going  to  happen  not  just  in  the  Blues,  but  other  companies, 
too? 

Ms.  Shikles.  I  think  it  is  a  caution  light,  but  we  suspect  it  may 
be  more  of  a  problem  for  the  Blues.  But  we  haven't  looked  at  the 
commercial  side  yet.  We  are  thinking  it  is  more  of  a  problem  for 
the  Blues  because  they  have  been  required  to  take  a  set  of  individ- 
uals who  were  very  sick,  and  they  have  had  trouble  with  some  of 
their  rate  regulation,  and  they  have  gotten  into  outside  businesses 
trying  to  make  up  the  deficit,  and  those  didn't  go  very  well,  and 
several  of  the  Blues  have  gotten  themselves  into  quite  a  mess  and 
are  trying  to  get  out  of  it  now. 

Chairman  Glenn.  I  think  having  to  take  care  of  some  of  the  high 
medical  expense  people,  and  AIDS,  and  all  that  sort  of  thing  is  a 
real  problem  for  some  of  them,  but  that's  a  problem  for  other  com- 
panies, too. 

Ms.  Shikles.  That's  right. 

Chairman  Glenn.  So  this  may  not  be  just  unique  to  the  Blues, 
then. 

Ms.  Shikles.  It  may  not  be,  but  the  reason  why  we  are  focusing 
with  the  Subcommittee  on  the  Blues  is  that  the  commercial  insur- 
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ers  have  probably  been  more  successful  at  sometimes  employing 
practices  called  "cream-skimming,"  or  not  taking  these  very  sick 
patients,  so  that  they  could  manage  their  revenues;  while  the 
Blues,  because  in  most  States,  particularly  in  the  Northeast,  they 
are  heavily  regulated,  they  are  still  supposed  to  be  the  insurer  of 
last  resort,  so  they  have  had  to  take — and  have  wanted  to  take — all 
individuals,  and  this  has  caused  them  financial  problems  particu- 
larly in  New  York  and  some  other  States. 

Chairman  Glenn.  Also  in  the  health  area,  on  what  we  come  up 
with  eventually  in  the  way  of  health  care,  you  are  in  the  process,  I 
believe,  of  doing  the  additional  study  we  requested  on  the  German 
system. 

Ms.  Shikles.  Yes. 

Chairman  Glenn.  What  is  the  date  on  that?  Do  you  have  a 
target  date  for  when  that  will  be  completed? 

Ms.  Shikles.  I  think  we  will  be  able  to  report  to  you  in  March. 

Chairman  Glenn.  March,  OK. 

Ms.  Shikles.  And  I  think  you  are  going  to  find  that  very  interest- 
ing, because  the  German  Government  has  just  passed  a  set  of  legis- 
lative changes  that  are  additional  budget  controls  combined  with 
managed  competition,  and  it  is  applied  to  all  sectors  of  the  health 
care  system — pharmaceuticals,  hospitals,  physicians,  the  consumer 
responsibility.  I  think  you'll  find  it  very  interesting  what  they  are 
doing. 

Chairman  Glenn.  We  look  forward  to  seeing  that,  and  I  think  it 
is  very  appropriate  to  get  out  early  this  year,  because  Majority 
Leader  George  Mitchell  wanted  to  bring  some  things  out  on  the 
floor  and  get  debate  started  last  year  on  the  health  care  issues,  and 
the  press  of  business  just  did  not  permit  that,  but  he  does  want  to 
get  it  out  this  year  as  one  of  our  priority  items  and  get  debate 
started  on  it. 

Just  for  everyone's  information,  how  this  came  about  was  the 
late  Senator  John  Heinz,  who  was  a  member  of  this  Committee, 
had  asked  for  a  study  through  GAO  of  the  German,  Japanese  and 
French  systems,  where  they  have  had  long  experience  with  health 
insurance.  Senator  Heinz  was  killed  in  a  tragic  airplane  accident, 
as  we  recall,  and  Senator  Pryor,  myself  and  Senator  Cohen  picked 
up  sponsorship  of  that,  and  when  you  finished  your  report  on  that, 
I  conducted  the  hearings  on  it  here,  as  you  remember.  And  it  was 
very  interesting.  The  Germans  have  a  fullblown  health  care  system 
that  is,  I  think,  109  years  old  now,  that  they  are  happy  with,  but 
they  have  had  some  problems  recently,  and  that  is  what  you  are 
now  studying,  is  their  revision  of  the  thing.  And  there  are  a  lot  of 
advantages  to  it.  I  don't  think  it  is  a  system  that  could  be  just 
lifted  and  transplanted  to  our  country  here;  it  has  some  things  that 
probably  would  not  be  acceptable  here.  But  by  and  large,  it  has 
been  a  very,  very  successful  system,  and  I  think  we  can  learn  a  lot 
from  it,  and  we'll  look  forward  to  getting  your  report  on  that. 

In  the  area  of  health  care  also,  I  think  it  is  about  $817  or  $818 
billion  a  year  for  our  total  health  care  bill  now.  A  report  the  other 
day  said  this  could  well  this  year  reach  $1  trillion  a  year.  Is  that 
your  estimate,  also? 

Ms.  Shikles.  Yes,  it  is. 
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Chairman  Glenn.  And  also,  under  the  old  figure,  about  $150  bil- 
lion is  estimated  to  go  into  administration,  or  waste,  or  whatever, 
which  approaches  20  percent.  Is  that  also  your  figure,  that  we'd 
have  18  or  20  percent  going  into  administrative  costs  and  waste? 

Ms.  Shikles.  I  don't  think  that  is  unreasonable. 

Chairman  Glenn.  Will  those  same  figures  just  grow — does  that 
go  up  to  $1  trillion  now,  and  we'll  run  with  about  that  same  per- 
centage, as  you  see  it?  In  other  words,  are  we  getting  in  worse 
shape  instead  of  better? 

Ms.  Shikles.  Unless  we  put  some  changes  in,  as  the  overall 
spending  for  health  care  goes  up,  the  potential  for  wasted  adminis- 
trative costs,  inefficiencies,  abuse,  and  fraud,  the  opportunities  in- 
crease also,  and  spending  in  that  area. 

Chairman  Glenn.  I  made  the  rounds  about  a  year  and  a  half  ago 
of  some  of  our  Ohio  hospitals  and  health  care  provider  organiza- 
tions, and  talked  to  them.  One  of  the  hospitals  I  was  in — not  one  of 
the  big  ones  in  our  State,  but  medium  size — figure  there  are  about 
1,400  different  forms  that  they  may  have  to  fill  out,  and  have  to 
have  their  people  know  those,  and  that  at  any  one  time,  even  in 
that  medium  size  hospital,  they  are  dealing  with  an  average  of 
about  400  different  forms  to  fill  out. 

Is  that  a  major  contributor  to  this  area  of  administrative  cost,  or 
is  that  sort  of  small  potatoes  there? 

Ms.  Shikles.  I  think  it  is  a  major  contributor.  What  you  have  is 
a  system  where  we  have  about  4  billion  claims  a  year  now  being 
proceed  by  about  1,200  payors,  so  one  hospital  could  be  trying  to 
process  thousands  of  different  forms  that  are  not  compatible, 
paying  out  to  many  different  doctors,  medical  suppliers,  laborato- 
ries. You  have  over  1,200  private  payors;  about  4  billion  claims  in 
the  system,  paying  to  over  600,000  doctors;  6,000  hospitals;  hun- 
dreds of  thousands  of  other  provides.  It  is  a  very  chaotic  system 
right  now,  very  sensitive,  very  duplicative.  It  is  a  nightmare  par- 
ticularly for  the  small  hospital,  like  you  found  in  Ohio,  and  devas- 
tating for  your  individual  primary  care  doctor. 

Chairman  Glenn.  I  think  your  report,  Mr.  Bowsher,  said  that 
under  Medicare  alone,  there  is  about  $2  billion  that  should  have 
been  paid  by  insurers  and  was  not. 

Mr.  Bowsher.  That's  correct. 

Ms.  Shikles.  That's  right. 

Chairman  Glenn.  Why  are  we  not  collecting  that?  Do  they  just 
get  away  with  it,  and  we  never  track  them  down? 

Ms.  Shikles.  It  gets  back  to  the  management  problem  that  I 
mentioned  earlier  and  how  we  are  managing  the  Medicare  pro- 
gram. It  is  consistent  with  the  theme  of  this  hearing  that  if  you 
look  at  how  Medicare  manages  its  payment  safeguard  activities, 
the  protection  of  the  dollar  that  is  paid  for  services,  you  are  look- 
ing at  a  model  that  goes  back  to  about  1965,  and  we  really  haven't 
updated  it  or  rethought  how  we  manage  this  program. 

What  happened  on  the  $2  billion  figure  that  you  mentioned  is 
that  these  are  independent  contractors  around  the  country  who 
pay  the  bills  for  Medicare,  and  they  have  not  done  a  good  job,  but 
they  have  not  been  required  to  do  a  good  job  by  HCFA  in  making 
sure  that  when  another  insurer  was  responsible  for  paying  a  bill, 
that  that  other  insurer  paid.  Medicare  just  pays  the  bill. 
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Chairman  Glenn.  And  then  doesn't  go  out  and  recover  that 
money. 

Ms.  Shikles.  And  it  is  always  more  difficult  to  recover  after- 
wards; it  takes  more  labor,  and  they  have  not  recovered  it.  That's 
right. 

Chairman  Glenn.  There  are  a  couple  of  other  areas  I  want  to  hit 
briefly  before  we  conclude.  Under  contracting  issues  over  at  De- 
fense, weapons  system  acquisition — are  they  making  progress  in 
that  area?  We've  had  some  huge  inefficiencies. 

Mr.  BowsHER.  Well,  they  are  making  some  progress,  but  I  think 
that  is  an  area  where  we  are  going  to  need  much  more  progress. 
And  I  think  also,  with  the  world  situation  changing,  one  of  the 
great  things  that  forced  problems  in  that  area  was  always  the  idea 
that  we  had  to  develop  and  produce  these  weapons  as  fast  as  possi- 
ble. And  I  think  today,  we  should  be  taking  more  time  in  testing 
the  weapons  and  making  sure  that  they  are  ready  to  go  into  pro- 
duction before  they  go  into  production. 

The  Bl  bomber  is  the  classic  example  of  what  we  don't  want  to 
repeat,  which  is  where  we  produce  100  bombers  that  don't  work. 

So  I  think  that  this  is  an  area — we  actually  have  just  released  a 
report  on  this  whole  area.  Frank  Conahan  headed  up  our  work, 
and  we  feel  that  this  is  a  very  unique  opportunity  to  begin  to  get 
some  of  these  problems  straightened  out. 

Frank,  do  you  want  to  add  anything  to  that? 

Mr.  Conahan.  I  would  offer  for  the  Committee,  Mr.  Chairman, 
the  report  which  was  just  issued  a  couple  of  weeks  ago  entitled, 
"Weapons  Acquisition:  A  Rare  Opportunity  for  Lasting  Change." 

What  we  have  done  here  is  to  take  a  look  at  the  work  the  Gener- 
al Accounting  Office  has  done  over  the  past  15  years  with  respect 
to  weapons  acquisition  programs  generally;  identified  the  problems 
that  we  felt  were  the  most  nettlesome  over  the  years,  and  then 
took  a  look  at  what  the  Department  has  done  over  the  last  several 
years  in  order  to  begin  to  address  these  problems. 

I  think  that  in  some  areas  they  have  done  a  reasonably  good  job 
in  setting  the  stage  for  improvement,  but  I  say  only  in  setting  the 
stage  for  improvement  because  I  don't  think  those  improvements 
are  there  yet. 

'This  all  started  with  the  Goldwater-Nickles  legislation,  which  re- 
quired more  cooperation  and  jointness  not  only  in  the  operations 
side  in  the  Pentagon,  but  also  in  the  business  side,  and  I  think  the 
present  administration  has  attempted  to  follow  through  on  that. 

I  think,  however,  that  the  services  still  have  sufficient  influence 
that  they  can  get  around  the  civilian  control  in  the  Department  of 
Defense.  We  see  the  mechanisms  that  have  been  set  up  in  the 
Office  of  the  Assistant  Secretary  of  Defense  presently  pretty  much 
rubberstamping  what  the  services  really  want  to  do. 

Senator  Roth  asked  earlier  about  a  new  mechanism  over  there;  I 
think  that  we  do  have  to  rethink  the  entire  mechanism  for  procur- 
ing weapons.  As  Mr.  Bowsher  said,  the  Office  of  the  Secretary  of 
Defense  was  initially  set  up  to  perform  that  role,  and  it  hasn't  done 
a  very  good  job  in  performing  that  role  in  recent  years. 

So  I  think  that  the  notion  of  a  civilian  acquisition  agency,  modi- 
fied somewhat,  I  have  to  say,  from  the  proposal  by  Senator  Roth, 
might  very  well  be  considered. 
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Chairman  Glenn.  How  much  of  this  comes  down  to  inventory 
management?  That  is  where  this  Committee  in  the  past  has  been 
instrumental  in  uncovering  some  things  that  just  were  astounding 
in  lack  of  inventory  control.  Every  year,  people  just  order  new 
things. 

We  had  one  classic  where  we  had  them  bring  in  bar  lights  for 
MP  vehicles,  bar  lights  that  go  across  the  top  of  the  military  police 
vehicle  to  make  a  police  car  out  of  it,  red  and  white  flashing  lights. 
And  it  turned  out  that  every  year,  they  ordered  so  many  of  these, 
and  we  even  sent  a  person  up  to  Pennsylvania — this  was  some 
years  ago — where  there  was  a  warehouse  for  bar  lights,  and  they 
had  enough  to  last  until  2020,  or  something  like  that — and  they 
were  actually  having  to  take  old  bar  lights  in  stock,  and  move 
them  out  so  they  could  put  the  new  ones  in,  and  put  a  tarp  over 
the  old  ones  outside. 

Mr.  CoNAHAN.  I  think  that  the  prevailing  philosophy  and  culture 
is  pretty  much  the  same  with  respect  to  weapons  as  it  is  with  re- 
spect to  inventory,  and  that  is  that  requirements  are  pretty  much 
determined  by  the  amount  of  money  that  individual  services  can 
get  rather  than  determining  requirements  as  to  what  they  really 
need. 

In  the  case  of  weapons,  the  decision  as  to  whether  to  go  forward 
with  a  weapon  is  generally  made  right  at  the  very  end  of  the 
annual  budget  cycle  rather  than  as  part  of  the  acquisition  strategy. 

Chairman  Glenn.  Well,  let  me  ask  this.  I  believe  it  is  your  esti- 
mate that  says  that  the  excess  in  defense  inventory  about  10  or  12 
years  ago  was  about  $10  billion,  and  we  now  estimate  it  to  be  $40 
billion.  Is  that  correct? 

Mr.  CoNAHAN.  That's  correct. 

Chairman  Glenn.  All  this  correction,  then,  in  defense  contract- 
ing and  inventory  isn't  very  effective  if  we  have  gone  from  $10  bil- 
lion to  $40  billion  in  things  we  didn't  need  in  a  10-year  period. 

Mr.  Con  AH  an.  The  percentage  of  excess  inventory  has  grown  at 
a  more  rapid  rate  than  the  overall  inventories  during  that  10-year 
period. 

Chairman  Glenn.  Do  they  have  enough  people  to  control  this,  or 
is  it  lack  of  modern  inventory  management  computers  or  equip- 
ment— how  do  we  get  a  hold  on  that?  That  is  $30  billion  increase  in 
the  last  10  years  instead  of  getting  the  thing  corrected. 

Mr.  CoNAHAN.  I  think  there  are  a  number  of  reasons.  First,  as 
has  been  discussed  here  quite  a  bit  today,  the  fundamental  systems 
that  drive  the  requirements  for  inventories  as  well  as  the  procure- 
ment of  inventories  are  in  many  cases  antiquated;  they  are  not  in- 
tegrated; we  don't  have  people  well-trained  in  using  these  things, 
so  the  fundamental  data  systems  and  information  systems  are  in 
need  of  great  improvement. 

Second,  there  has  been  a  philosophy  in  the  defense  community 
that  "more  is  better,"  that  is,  when  you  go  to  the  bin,  you'd  better 
find  a  spare  part,  and  you  get  rewarded  for  that,  and  don't  worry 
about  economy  and  efficiency. 

Chairman  Glenn.  No  one  wants  to  be  responsible  for  a  shortage. 

Mr.  CoNAHAN.  That's  correct.  Now,  I  must  say  that  the  literature 
within  the  defense  establishment  these  days  does  take  into  account 
the  more  modern,  commercial-type  practices.  There  was  a  hearing 
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in  one  of  your  subcommittees  last  year  that  dealt  with  the  medical 
supply  area,  and  I  think  that  that  has  been  very  successful  in  get- 
ting the  Department  of  Defense  to  move  in  that  area.  They  are 
adopting  more  "just-in-time"  kinds  of  practices,  with  the  view  of  re- 
ducing inventories  in  that  area. 

Chairman  Glenn.  DOE  contract  management — have  you  ever 
done  a  study  on  whether  the  weapons  procurement  that  is  DOE's 
major  effort  should  come  back  under  DOD?  Would  there  be  any 
savings  to  be  gained  from  that? 

Mr.  CoNAHAN.  I  can't  imagine  that  DOD  would  do  a  much  better 
job  than  DOE  in  this  area.  And  it  would  require  an  awful  lot  of 
consideration  before  it  would  begin  to  consider  that. 

The  requirements,  the  skills,  the  knowledge  for  working  with 
that  kind  of  material  is  quite  different,  as  you  know,  from  the  more 
traditional  weapons  systems.  So  I  think  that  is  a  question  that  re- 
quires an  awful  lot  of  study  before  you  could  come  to  an  answer. 

Chairman  Glenn.  It  has  been  asked  a  few  times,  and  I  was  just 
curious  as  to  your  view  on  it.  I'm  not  proposing  it,  but  I  think  back 
at  the  time  when  nuclear  weapons  procurement  was  moved  out  of 
the  Pentagon  and  was  given  to  somebody  else  to  develop,  it  was  a 
time  when  we  had  far  fewer  people  who  were  knowledgeable  in 
that  area;  labs  were  scarce,  and  so  on;  it  was  done  sort  of  because 
there  wasn't  any  other  way  to  do  it,  really,  I  guess,  at  that  time. 
They  were  developing  nuclear  electrical  generating  capacity,  and 
so  there  were  a  lot  of  other  considerations  there.  But  it  is  the  only 
major  weapons  thing  that  is  outside  of  DOD  direct  control,  so  it 
might  be  something  we  might  want  to  talk  about. 

Mr.  BowsHER.  We  might  want  to  give  that  a  little  more  thought 
and  come  back  to  you,  Senator. 

Chairman  Glenn.  Fine.  Going  over  to  EPA,  EPA  collects  only  10 
percent  of  the  $5.7  billion  that  is  classified  as  recoverable;  is  that 
correct? 

Mr.  Bowsher.  Don,  I  believe  that  is  correct,  isn't  it? 

Mr.  WuRTZ.  Yes. 

Chairman  Glenn.  While  you  are  looking  it  up,  we  had  a  hearing 
on  some  of  these  things  where  the  EPA  and  OSHA  fines  are  just 
almost  automatically  watered  down  so  that  companies  are  almost 
encouraged  to  keep  polluting,  because  the  fine  that  they  pay  after 
it  has  been  watered  down  from  its  original  stated  amount  is  so  low 
that  it  pays  them  to  just  pay  the  fine  and  go  ahead  and  pollute, 
and  pay  another  fine  if  it  comes  up,  and  try  and  get  that  one  whit- 
tled down,  too. 

Mr.  Bowsher.  Rich  Hembra  heads  up  our  work  in  environment. 

Chairman  Glenn.  What  is  the  status  on  that?  Do  we  have  $5.7 
billion  out  there  that  we  should  be  recovering,  and  we  are  only  get- 
ting 10  percent  of  it? 

Mr.  Hembra.  That's  correct.  EPA  has  obligated  about  $11  billion 
of  the  $15  billion.  They  have  already  disbursed  over  $7  billion. 
They  have  identified  about  $5.5  billion  that  could  be  recovered 
from  responsible  parties,  but  as  of  the  end  of  the  fiscal  year,  which 
is  the  latest  data  we  have  available,  fiscal  year  1992,  less  than  10 
percent  has  been  recovered. 

As  to  why  that  has  happened,  I  think  it  really  goes  to  one  of  the 
key  issues  that  we  have  identified  in  our  Environmental  Protection 
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transition  report,  and  that  is  an  absence  of  management  account- 
ability. The  squeaky  wheel  gets  the  grease  in  this  case;  pressure, 
ironically,  to  get  Superfund  sites  cleaned  up  has  caused  the  Agency 
to  not  pay  too  much  attention  to  collecting  money,  recovering  the 
Superfund  money. 

Chairman  Glenn.  Well,  obviously,  that's  some  area  that  needs 
some  work  on,  too. 

A  different  area,  IRS.  We  have  been  working  on  this  one  with 
you  for  a  number  of  years.  The  estimate  last  year  in  your  testimo- 
ny was,  if  I  recall  correctly,  that  there  was  $110  billion  out  there 
that  was  owed  to  IRS.  We  figured  a  good  chunk  of  that  was  in  com- 
panies and  individuals  who  had  gone  into  bankruptcy,  and  that 
probably  was  not  collectable,  but  as  I  recall,  there  was  some  $37 
billion  that  was  collectable  from  people  or  companies  not  in  bank- 
ruptcy, and  should  have  been  collected. 

Has  that  figure  gone  up  or  down?  I  know  we  are  in  the  process — 
and  we  work  with  IRS  in  trying  to  get  money  for  their  moderniza- 
tion program,  and  that  is  in  the  process  of  being  put  together  right 
now.  But  is  there  no  way  that  we  can  go  out  and  get  $37  billion? 

Mr.  BowsHER.  The  number  has  come  down,  I  think,  if  anything, 
Senator  Glenn,  as  we  have  worked  with  them.  In  other  words,  it 
might  be  closer  to  $30  billion  than  $37  billion.  But  what  you  have 
here  is,  again,  some  very  bad  systems  and  some  very  bad  evalua- 
tions over  the  years  as  they  booked  some  of  that  money,  as  to 
whether  it  was  due  and  whether  it  was  ever  going  to  be  collected, 
and  so  on.  It  seems  to  us  there  ought  to  be  some  major  efforts  made 
to  go  out  and  collect  more  of  this  money  than  there  have  been,  and 
I  think  they  are. 

Genny  Stathis  heads  up  our  work  at  the  IRS,  and  this  has  been  a 
major  effort  that  we  have  worked  with  them  on. 

Chairman  Glenn.  I  think  half  our  audience  today  is  GAO  people. 

Ms.  Stathis.  That's  right.  When  we  had  our  accounts  receivable 
hearing  last  year.  Senator,  the  number  that  we  were  using  in  the 
gross  number  was  $111  billion;  that  was  the  1991  figure.  Unfortu- 
nately, that  gross  number  has  gone  up  quite  a  bit.  At  the  end  of 
1992, 1  think  it  is  $130  billion. 

Chairman  Glenn.  Is  that  because  of  bankruptcies? 

Ms.  Stathis.  It  is  because  of  more  accounts  coming  on  the 
records.  But  IRS  is  still  estimating  that  the  amount  of  that  that 
they  could  actually  collect  is  still  on  the  order  of  $30  billion.  I  don't 
think  that  number  has  changed  in  the  last  couple  of  years. 

What  happens  because  of  IRS'  system  is  that  you  get  a  lot  of 
errors  in  it.  With  the  employment  taxes  that  businesses  owe,  the 
right  amount  has  to  get  in  the  right  module.  They  have  modules 
for  every  quarter,  and  what  will  happen  is  that  the  wrong  amount 
gets  into  the  wrong  quarter,  and  you  have  what  looks  to  be  an  ac- 
counts receivable,  but  once  you  start  working  through  it,  it  turns 
out  that  it  is  really  not  owed;  it  is  merely  a  record  problem. 

Chairman  Glenn.  So  the  $30  billion  that  you  are  talking  about  is 
$30  billion  that  is  actually  owed;  is  that  right? 

Ms.  Stathis.  But  the  $30  billion  is  an  amount  that  is  an  estimate 
of  the  amount  that  is  actually  owed  and  that  IRS  could  collect. 

Chairman  Glenn.  About  2  or  3  years  ago,  IRS  wanted  1,100  more 
agents,  and  we  went  to  work  here,  and  we  helped  them  out,  with 
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the  idea  that  those  were  going  to  be  new  agents  who  would  go  out 
and  collect  this  money,  and  that  each  agent  gets  sometimes  be- 
tween three  and  five  times  his  or  her  keep  in  return  to  the  Govern- 
ment, so  we  would  get  that  money  back  in.  Then,  we  found  out 
later  on  that  they  had  taken  a  good  percentage  of  those  people  and 
used  them  for  administrative  purposes,  and  they  weren't  actually 
out  there  trying  to  get  this  money  back.  So  now  we  have  a  request, 
which  I  think  we  put  through  last  year,  for  300-some  more,  with 
the  guarantee  given  to  us  here  in  this  room  that  they  would  be 
used  to  go  out  and  try  to  get  some  of  that  money  back. 

Have  you  followed  that,  and  do  you  know  what  the  status  of  it 
is? 

Ms.  Stathis.  I  think  what  happened  there,  Senator,  was  that 
they  hired  people,  but  the  succeeding  year's  budget  did  not  provide 
the  funds  to  keep  those  people  as  well  as  the  base  level  of  people 
that  they  had,  and  so  you  have  these  ups  and  downs  of  staffing.  So 
the  effort  that  you  and  other  Senators  to  get  these  1,000  more 
people  really  didn't  help  out  in  the  long  run  because  they  didn't 
have  the  base-level  budget  to  provide  for  the  people  they  already 
had  onboard  and  backfill  for  attrition. 

Chairman  Glenn.  I  had  forgotten  that  term,  but  that's  right; 
they  said  they  were  taken  into  the  base-level  force,  or  something 
like  that. 

Ms.  Stathis.  That's  right.  So  over  a  period  of  time,  even  though 
they  hired  a  lot  of  people,  with  turnover  and  attrition — or,  the 
original  staff  were  no  longer  there — so  over  a  period  of  several 
years,  you  really  didn't  have  much  difference. 

Chairman  Glenn.  Ever3d:hing  has  been  a  promise  of  things  to 
come  in  IRS,  as  to  once  we  get  the  new  computers,  once  we  get 
this,  once  we  get  something  else,  then  it  is  all  going  to  get  straight- 
ened out.  In  your  opinion,  is  it  getting  straightened  out  now,  or  are 
we  still  some  years  in  the  future  before  we  can  look  to  getting  ev- 
erybody up  to  a  current  basis? 

Ms.  Stathis.  I  think  this  is  a  long-term  process.  This  will  be  sev- 
eral years  in  the  future.  One  of  the  things  that  we  told  you  was 
that  although  we  thought  hiring  more  staff  in  the  short  term  made 
some  sense  given  the  problem  that  was  there,  that  in  the  long 
term,  we  weren't  really  sure  that  numbers  of  people  was  the  real 
thing  to  focus  on. 

One  of  the  things  we  talk  about  in  our  transition  report  which 
goes  back  to  the  earlier  discussions  we've  had  this  morning  is  look- 
ing at  performance  measure  and  measuring  outcomes  at  IRS.  Here 
is  a  good  area  where  we  would  want  to  hold  IRS  accountable  for 
improving  the  voluntary  compliance  level  in  the  country  and  im- 
proving the  outcomes  of  dollars  collected,  and  maybe  giving  them 
more  flexibility  as  to  whether  they  put  the  money  into  revenue  of- 
ficers, or  whether  they  put  the  money  into  people  who  make  tele- 
phone calls,  or  whether  they  put  the  money  into  people  who  actual- 
ly handle  the  records — whatever  mix  seems  to  make  the  most  sense 
to  them — but  hold  them  accountable  for  the  outcome  of  actually 
collecting  more  money. 

Chairman  Glenn.  When  we  talked  about  it — and  I  think  you 
were  probably  here  at  the  time — one  of  the  reasons  for  putting 
more  people  on  was  that  we  didn't  want  this  idea  to  get  out  across 
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the  country  and  be  accepted  that  you  can  just  ignore  your  income 
tax,  or  don't  worry  about  it,  because  things  are  so  lax  at  IRS  that 
your  odds  of  getting  caught  aren't  very  good  anyway,  so  don't 
worry  about  it  that  much.  And  they  were  concerned  about  that, 
too. 

Ms.  Stathis.  Right. 

Chairman  Glenn.  So  we  wanted  to  dispel  that  before  it  took 
root;  that  would  be  another  problem. 

Ms.  Stathis.  One  of  the  things  we  talk  about  in  the  high  risk 
report  is  that  we  have  now  done  enough  work  to  believe  that  there 
are  very  fundamental  issues  that  IRS  needs  to  grapple  with  in 
terms  of  how  they  do  that  work.  They  have  a  fairly  rigid  process;  it 
applies  the  same  way  to  every  taxpayer,  regardless  of  their  history. 
It  takes  them  about  6  months  before  they  actually  make  a  phone 
call  to  a  person,  and  most  of  the  debt  collectors  tell  us  that  that  is 
far  too  long  before  a  phone  call  is  made,  that  if  you  wait  that  long, 
your  odds  of  collecting  are  greatly  diminished. 

So  we  are  looking  for  them  to  make  some  more  fundamental 
changes  in  their  whole  approach  to  collecting  that  money. 

Chairman  Glenn.  We  talked  about  the  farm  program  a  little 
while  ago  very  briefly,  and  like  that  farm  credit  area,  you  have 
issued  reports  in  the  past  about  enforcement  problems  at  the  Inte- 
rior Department  regarding  mining,  timber,  grazing.  Have  you 
made  any  progress  in  ensuring  that  the  laws  are  enforced  and  the 
Government  gets  the  fees  that  are  owed  to  it?  That's  another  area 
where  in  fact,  we  wind  up  in  the  hole,  having  to  put  roads  in  to  let 
people  go  in  and  do  the  timbering,  and  we  don't  get  enough  money 
back  to  pay  for  the  cost  of  the  roads,  and  they  make  millions — or, 
anyway,  those  are  some  of  the  charges. 

Mr.  BowsHER.  We  have  not  made  as  much  progress  as  we  should, 
I  believe.  I  think  that's  an  area  that  Congress  ought  to  take  a  very 
close  look  at.  We  have  done  the  work,  we  have  made  the  recom- 
mendations, we  have  issued  the  reports,  but  there  are  strong  inter- 
ests, going  back  to  what  Senator  Roth  said,  in  all  of  these  areas, 
and  at  this  point  in  time,  the  fee  structures  are  still  very,  very  low, 
and  generally  do  not  cover  the  costs  of  the  Government  providing 
the  services. 

Chairman  Glenn.  Sort  of  hopscotching  around,  as  we  are  wind- 
ing up  this  morning,  just  one  other  area.  You  made  some  remarks 
earlier  about  education,  and  in  your  report,  I  believe  you  say  the 
Federal  Government  provides  for  elementary  and  secondary  only 
about  6  percent  of  that  money,  and  that  has  been  rather  constant 
for  some  time  now.  It  was  up  in  the  early  eighties  to  a  little  over  9 
percent,  I  believe,  9.1  maybe  at  that  time,  and  it  has  gone  down  a 
little  now.  And  you  say  that  we  could  be  a  major  force  for  carrying 
out  reforms  in  education  across  the  country.  I  question  that  and 
would  appreciate  your  comments  on  it.  As  long  as  we  are  only  pro- 
viding 6  percent  of  the  money,  it  is  fine  for  the  President  to  put  out 
the  six  goals  he  pointed  out.  I  don't  object  to  those  goals;  I  support 
every  one  of  those  goals.  That  is  fine,  but  there  has  to  be  some 
money  to  go  along  with  it.  As  Lester  Thurow  points  out  in  his  new 
book.  Head  to  Head,  which  I  imagine  you  have  probably  looked  at, 
if  we  are  going  to  be  competitive  in  the  future,  it  has  to  be  with  an 
educational  system  that  is  not  based  on   15,000  separate  school 
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boards  across  this  country  all  being  elected  on  the  basis  that  we 
won't  raise  your  school  tax,  and  we  won't  raise  the  property  tax. 
And  yet  we  only  put  in  about  6  percent  at  the  Federal  level. 

The  education  system  of  this  country  until  you  get  to  college  is 
basically  State  and  local,  particularly  local.  Yet  the  future  of  this 
country  is  going  to  depend  on  that. 

Have  you  looked  into  some  of  those  areas,  and  would  it  be  advis- 
able for  the  Federal  Government,  even  in  this  time  of  high  deficit, 
to  be  moving  to  higher  support  levels  for  elementary  and  secondary 
education  so  that  we  do  have  a  bigger  say  in  national  academic 
standards  and  tests,  so  that  a  high  school  diploma  from  a  poor 
school  district  somewhere  in  the  country  means  just  as  much  as 
one  from  a  rich  school  district  in  the  country? 

Have  you  looked  at  that  area? 

Mr.  BowsHER.  We  have  looked  at  some  of  it,  but  this  is  an  area 
that  we  are  going  to  put  additional  GAO  resources  into,  moving 
them  from  some  of  our  other  areas,  because  we  think  it  is  so  impor- 
tant in  the  near  future.  And  those  are  some  of  the  issues,  Mr. 
Chairman,  that  we  are  going  to  be  looking  at,  and  hopefully  we  can 
report  back  to  you. 

We  think  there  are  areas  where  the  Federal  Government  can 
play  a  leadership  role.  I  suspect  that  with  President  Clinton,  this  is 
a  big  area.  So  this  is  an  area  that  I  think  we  want  to  give  more 
attention  to  than  we  have  in  the  past. 

Chairman  Glenn.  We  have  been  on  some  micro  questions  here, 
but  let  me  go  back  to  a  big  macro  one  to  close  on.  Do  you  favor 
changing  our  whole  budgeting  process  to  where  we  go  to  a  capital 
budget,  an  operating  account  and  so  on,  like  most  businesses  have? 
Would  that  be  a  more  fair  way  for  the  Federal  Government  to  do 
our  budget?  It  would  be  an  enormous  change  in  how  we  do  busi- 
ness, and  I  don't  know  how  you'd  institute  it,  but  should  we  be 
moving  toward  that? 

Mr.  BowsHER.  We  have  been  a  strong  proponent  of  a  much 
better  breakout  of  the  Federal  budget  than  what  you  have  been 
getting  in  recent  years.  In  other  words,  I  think  it  is  important  to 
keep  the  unified  total  so  you  know  what  impact  you  are  having  on 
the  economy,  but  I  think  you  should  know  what  is  the  real  operat- 
ing part  of  the  Government  is,  what  is  the  capital,  what  is  the  in- 
vestment part,  and  what  are  the  trust  funds.  I  think  you  need  a 
proper  breakout  so  everybody  can  see  just  how  is  this  $1.5  trillion 
being  used  for. 

I  think  some  of  the  problems  that  we  have  gotten  ourselves  into, 
like  with  investment  falling  off  and  the  interest  cost  rising  so  dra- 
matically, I  don't  think  people  out  there  ever  got  the  message  on  a 
very  timely  basis.  So  I  think  that  is  important. 

The  other  thing  is  that  we  think  the  process  needs  to  be  simpli- 
fied. In  other  words,  I  think  the  Congress  spends  so  much  time  on 
the  budget  process  and  then  ends  up  generally  not  getting  the  ap- 
propriations— although  they  did  this  last  time — done  by  the  begin- 
ning of  the  fiscal  year.  It  seems  to  me  that  this  is  a  process  that 
really  needs  to  be  looked  at  and  simplified,  both  in  the  executive 
branch  and  in  the  Congress. 

Chairman  Glenn.  Are  we  ever  going  to  correct  this  oversight 
unless  we  revise  our  ways  of  doing  things  here  on  Capitol  Hill?  We 
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have  so  much  overlap  on  things.  We  have  the  authorization  proc- 
ess, the  appropriation  process,  subcommittee  to  full  committee.  The 
same  things  fail.  You  bring  them  up  on  the  floor  again.  And  then 
we  impose  the  budget  process  on  top  of  that,  which  was  meant  to 
be  general  guidance,  and  instead  of  that,  we  come  up  with  all  sorts 
of  nitpicking  things  put  into  the  budget  debates  on  the  floor,  and 
we  wind  up  at  the  end  of  the  year  having  voted  maybe  four  to  six 
times  on  exactly  the  same  issue,  either  in  subcommittee,  commit- 
tee, authorization,  appropriation,  and  budget  process. 

Mr.  BowsHER.  You  are  basically  running  four  budget  processes 
up  here — the  authorizing,  the  appropriation,  the  budget  process  of 
1974  when  you  created  the  budget  committees,  and  then  you  added 
Gramm-Rudman  and  all  the  other  stuff  at  the  end,  which  really 
takes  place  even  after  the  fiscal  year  starts.  And  it  is  no  wonder 
that — I  don't  think  any  organization  could  get  through  that  much 
process  in  any  one  year.  So  I  think  it  should  be  streamlined  and 
looked  at  very  carefully. 

Chairman  Glenn.  Well,  thank  you  very  much.  It  is  12:30  now, 
and  I  appreciate  your  being  here  this  morning  and  appreciate  the 
work  you  and  your  people  are  doing  in  this  area.  We  have  sort  of 
instituted  this  as  a  ritual  almost  every  year  now,  having  you  lead 
off  our  hearings  so  that  we  can  get  your  view  of  things,  so  that  it 
sort  of  gives  us  guidance  for  the  rest  of  the  year.  We  value  that, 
and  we  will  be  following  through  on  some  of  these  areas  in  more 
detail  later  on  and  look  forward  to  working  with  you.  You  have 
always  been  very  responsive  to  our  requests  here,  and  do  excellent 
work,  and  we  appreciate  that  very  much.  Thank  you. 

Mr.  BowsHER.  Thank  you,  Mr.  Chairman.  We  are  pleased  to 
work  with  you  and  with  your  staff  and  the  Republican  staff. 

Chairman  Glenn.  The  Committee  stands  adjourned  subject  to 
the  call  of  the  chair. 

[Whereupon,  at  12:30  p.m.,  the  Committee  was  adjourned.] 


APPENDIX 


Responses  to  Questions  from  Senator  John  McCain  to  be  Submitted  for  the 

Record  from  Mr.  Bowsher 

Question  1.  How  many  total  employees  does  the  GAO  have?  How  many  are  in  the 
U.S.  and  how  many  are  in  a  foreign  nation? 

1990  1991  1992 

United  States 5,139         5,140         5,040 

Europe  (Frankfurt,  Germany) 50 50 50 

Total 5,189         5,190         5,090 


Question  2.  How  many  times  did  GAO  officials  testify  before  the  House  and 
Senate  during  this  period? 


1990  1991  1992 


House  appearances.. 
Senate  appearances. 
Joint  appearances 


205 

204 

213 

99 

71 

74 

2 

2 

2 

Total 306  277  289 


Question  3.  How  many  GAO  reports  to  Congress  were  issued  in  this  period? 

1990  1991  1992 

GAO  Reports  to  Congress 921  869  894 


Question  4.  Of  this  number,  how  many  were: 

(A)  requested  by  Democrats  in  the  Congress; 

(B)  requested  by  Republicans  in  the  Congress;  and 

(C)  issued  by  GAO  without  a  congressional  request. 

Answer.  It  is  GAO's  policy  to  honor  congressional  requests  for  assistance  without 
regard  to  the  political  affiliation  of  the  requester.  For  example,  Ranking  Minority 
Member  requests  are  given  the  same  priority  as  requests  from  committee  or  sub- 
committee chairs.  It  has  been  our  general  experience  that,  regardless  of  political  af- 
filiation, committee  and  subcommittee  chairs  more  frequently  request  our  assistance 
than  either  Ranking  Minority  Members  or  Minority  Members  of  Congress.  For  ex- 
ample, from  1983  to  1986,  when  Republicans  were  the  majority  party  in  the  Senate, 
more  of  our  reports  were  requested  by  Republicans  than  Democrats.  We  believe 
these  are  important  factors  to  be  considered  in  any  use  made  of  the  statistics  which 
follow. 
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1990  1991  1992 


Democrats  requested 

Republican  requested 

Jointly  requested 

Mandates/Reports  to  Officers.. 
Issued  without  request 


NA 

566 

644 

NA 

55 

42 

NA 

101 

73 

NA 

87 

91 

NA 

60 

44 

Total 921  869  894 


Data  on  party  affiliation  for  1990  is  not  readily  available. 

Question  5.  Will  the  GAO,  if  requested  to  do  so  by  a  Member  of  Congress,  not 
publicly  release  a  report  it  has  been  asked  to  prepare  by  a  Member?  If  the  answer  is 
yes,  how  many  times  has  this  occurred  during  this  period? 

No.  Except  as  discussed  in  response  to  question  6  below,  all  of  our  reports 
are  available  to  the  public. 

Question  6.  Does  the  GAO  make  all  of  its  reports  available  to  the  public? 

It  is  standard  policy  for  GAO  staff  to  meet  periodically  with  a  Congression- 
al requester  and  their  staff  to  discuss  the  status  of  our  work.  In  the  course 
of  these  meetings  preliminary  conclusions  are  sometimes  communicated, 
and,  if  requested,  we  will  prepare  an  interim  report. 

Question  7.  Is  it  a  standard  policy  of  the  GAO  to  provide  an  interim  report  or 
preliminary  conclusions  to  Members  who  have  requested  a  GAO  investigation  or 
report? 

It  is  standard  policy  for  GAO  staff  to  meet  periodically  with  a  Congression- 
al requester  and  their  staff  to  discuss  the  status  of  our  work.  In  the  course 
of  these  meetings  preliminary  conclusions  are  sometimes  communicated, 
and,  if  requested,  we  will  prepare  an  interim  report. 

Question  8.  At  the  current  time,  are  the  operations  of  GAO  subject  to  any  periodic 
reviews  or  audits  by  an  Inspector  General  or  external  organization?  If  so,  what  orga- 
nization performs  them? 

GAO's  financial  operations  are  audited  annually  by  an  independent  CPA 
firm.  For  the  period  ending  September  30,  1992,  this  was  done  by  KPMG 
Peat  Marwick.  There  is  no  other  process  for  periodic  reviews  or  audits  of 
GAO's  operations  by  an  external  organization,  other  than  by  its  appropria- 
tion and  oversight  committees.  To  assist  in  its  oversight  hearings  later  this 
year,  the  Senate  Governmental  Affairs  Committee  is  currently  considering 
contracting  for  a  review  of  GAO  with  the  National  Academy  of  Public  Ad- 
ministration (NAPA).  The  Comptroller  General  has  consistently  expressed 
his  willingness  to  cooperate  fully  with  any  external  reviews  desired  by  the 
Congress. 

Follow-up  Responses  on  Questions  Submitted  by  Senator  McCain,  May  5,  1993 

Question  1.  In  view  of  the  GAO's  statement  that  more  reports  were  issued  at  the 
request  of  Republicans  when  they  held  the  majority  in  the  Senate,  please  advise  me 
of  how  many  GAO  reports  were  issued  at  the  request  of  Senate  Republicans  from 
1983-86,  and  how  many  were  issued  at  the  request  of  Senate  Democrats. 

The  table  below  details  the  number  of  reports  requested  by  Senate  Republi- 
cans and  Democrats,  as  well  as  those  requested  jointly  during  fiscal  years 
1983  through  1986. 

Number  of  Reports  Requested  by  Senators 

Fiscal  Year  Republican  Democrat  Joint 

1983 

1984 

1985 

1986 


94 

37 

29 

62 

38 

25 

60 

55 

32 

115 

81 

52 

57 


Question  2.  Are  there  any  GAO  reports  which  have  been  initiated  and  then  not 
released  to  the  pubHc  for  reasons  other  than  because  they  contain  national  security, 
proprietary,  or  investigatory  information?  If  so,  which  reports  were  they,  and  why 
were  they  not  publicly  released? 

In  the  past  3  years  GAO  issued  a  total  of  14  reports  that  were  restricted  for 
reasons  other  than  because  they  contained  national  security,  proprietary, 
or  investigatory  information.  One  report  was  restricted  because  it  contained 
procurement  sensitive  data  that  must  be  safeguarded  from  disclosure  pur- 
suant to  provisions  of  41  USC  423.  The  remaining  13  reports  were  restricted 
based  on  determinations  by  the  agencies  involved  that  they  contained  infor- 
mation that  was  not  in  the  best  interests  of  the  Government  to  publically 
disclose.  Nine  were  restricted  because  they  contained  budgetary  and/or  fi- 
nancial data  that  the  agencies  had  determined  would  not  be  in  the  best  in- 
terests of  the  Government  to  release  to  contractors.  The  other  four  de- 
scribed details  of  security  controls  in  automated  systems  involving  sensitive 
information  that  should  be  restricted  to  parties  with  a  need  to  know.  If  you 
wish  we  could  provide  you  a  listing  of  the  specific  reports  included  in  this 
response. 

Question  3.  I  have  been  advised  that  GAO  employees  are  often  detailed  to  work 
on  Senate  or  House  Committees,  and  the  GAO  receives  no  reimbursement  for  the 
staff  hours  worked  by  their  employees.  Please  advise  me  if  this  is  indeed  the  case, 
and  provide  me  with  the  number  of  GAO  employees  that  are  currently  detailed  to 
committees,  and  break-out  this  figure  to  specify  the  number  at  each  committee. 

Title  31  USC  734  authorizes  GAO  employees  to  be  detailed  to  committees  of 
Congress.  We  do  not  assign  employees  to  Members'  offices.  As  shown  in  the 
table  below,  at  the  end  of  the  second  quarter  of  this  fiscal  year,  29  GAO 
employees  were  on  detail.  Except  for  detailees  to  the  House  Appropriation's 
Committee,  GAO  pays  all  costs  associated  with  the  detailee  program.  For 
fiscal  year  1993,  the  House  Appropriates  Committee  reimburses  GAO  the 
salary  cost  for  their  detailees  and  pays  travel  costs  directly. 

Number  of  Detailees  by  Committee  As  of  the  End  of  the  Second  Quarter  of  Fiscal  Year  1993 


Committee 

House  of  Representatives 

Appropriations 

Armed  Services 

Banking 

Energy  and  Commerce 

Government  Operations 

Science 

House  Total 

United  States  Senate 

Agriculture 

Appropriations 

Governmental  Affairs 

Labor 

Ethics  (Select) 

Senate  Total 

Grand  Total 


Full  Committee  1993 

Subcommittee  1993 

3 

1 

2 

1 

1 

8 

1 

Total  1993 


7 

11 

18 

1 

1 

2 

4 

6 

^ 

1 

1 

6 

5 

11 

13 


16 


29 


Question  4.  What  is  the  GAO's  policy  on  providing  draft  reports  to  Members? 
When  a  report  has  been  requested  by  the  Chairman  of  a  committee  or  subcommittee 
and  the  GAO  agrees  to  provide  that  Member  with  an  interim  briefing  or  draft  of  its 
report,  will  the  same  "interim"  information  also  be  provided  to  the  Ranking  Minori- 
ty Member  of  that  committee  at  that  time? 

Furthermore,  does  the  GAO  abide  by  a  30-day  delay  in  issuing  reports  to  other 
Members  and  the  public  after  providing  a  final  report  to  the  requester?  Please  ex- 
plain the  GAO's  policy  in  this  regard. 
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GAO's  policy  is  to  communicate  frequently  with  congressional  requesters  to 
keep  them  apprised  of  the  status  of  the  work  we  are  doing  for  them.  If 
asked  to  do  so,  it  is  GAO's  policy  to  provide  a  copy  of  a  draft  report  to  the 
requester  when  the  draft  is  sent  to  the  agency  for  comment.  If  the  assign- 
ment involves  multiple  requesters,  and  any  requester  asks  for  a  copy  of  the 
draft,  we  provide  the  draft  to  other  requesters  too.  If  other  Members  of  Con- 
gress, including  the  Ranking  Minority  Member  of  the  requester's  commit- 
tee ask  to  see  a  draft  report  or  to  receive  an  interim  briefing  we  seek  per- 
mission from  the  initial  requester.  If  the  requester  does  not  approve  releas- 
ing the  information,  we  ask  the  two  parties  to  work  out  an  acceptable 
agreement. 

GAO  strongly  prefers  to  make  copies  of  its  final  reports  available  as  soon  as 
possible  after  they  are  delivered  to  the  requester.  However,  if  asked  to  do  so 
by  the  requester,  it  is  GAO's  policy  to  delay  any  further  distribution  of 
copies  of  its  congressionally  requested  reports  for  a  period  of  up  to  30  days. 
Our  reports  are  made  public  automatically  at  the  end  of  the  agreed  to  re- 
striction period  or  if  the  requester  releases  the  product  before  the  period  is 
over.  This  policy  was  established  in  1977,  with  the  concurrence  of  the  bipar- 
tisan leadership  of  Congress,  as  a  means  of  assuring  that  all  GAO  reports 
would  be  made  public  within  a  reasonable  time  after  they  are  issued.  Previ- 
ously, GAO  released  congressionally  requested  reports  only  after  they  were 
made  public  by  the  requester. 

GAO's  policy  of  restricting  distribution  of  products  that  result  from  con- 
gressionally requested  work  is  intended  to  allow  the  requester  time  to  as- 
similate the  product's  message  and  to  prepare  a  press  release  or  prepare  for 
hearings  on  the  issues  discussed  in  the  product.  On  rare  occasions  (e.g. 
pending  hearings)  GAO  may  agree  to  extend  the  restriction  beyond  30  days. 

Question  5.  Does  the  GAO  honor  every  request  from  Members  for  a  report?  If  not, 
what  criteria  does  the  GAO  use  to  determine  which  reports  to  undertake?  Please 
provide  me  with  the  number  of  requests  by  Democrats  that  have  been  turned  down 
since  1990,  and  how  many  requests  from  Republicans  have  been  denied. 

GAO  is  required  by  law  to  do  work  requested  by  committee  chairmen;  as  a 
matter  of  policy,  GAO  assigns  equal  status  to  requests  from  Ranking  Minor- 
ity Members  and  to  the  extent  possible  undertakes  work  at  the  request  of 
individual  Members. 

To  help  us  set  our  work  priorities,  we  established  guidelines  in  early  1990 
designed  to  provide  an  appropriate  mix  of  work  and  to  optimize  GAO's  use- 
fulness to  the  Congress.  Specifically,  we  try  to  focus  our  resources  on  as- 
signments having  the  potential  to  achieve  at  least  one,  and  preferably  sev- 
eral, of  the  following  objectives: 

— Contribute  to  congressional  decisionmaking  on  significant  public  policy 
issues 

— Fulfill  statutory  and  legislative  requirements  and  commitments 

— Identify  and  eliminate  serious  mismanagement,  fraud,  and  abuse 

— Realize  large  dollar  savings  to  the  government  and  the  taxpayers 

— Change  policies,  procedures,  and  management  structures  of  major  govern- 
ment programs  to  better  achieve  desired  program  results  and/or  achieve 
objectives  at  lower  cost 

— See  that  major  government  programs  comply  with  applicable  laws  and 
regulations  and  that  funds  are  spent  legally 

— Ensure  that  funds  of  major  government  programs  are  accounted  for  accu- 
rately, and 

— Enhance  GAO's  methodological  skills. 

We  have  communicated  these  priorities  to  all  GAO  staff,  as  well  as  to  our 
oversight  and  Appropriation  Committees,  and  we  consider  them  in  review- 
ing each  new  job. 

If  requested  work  does  not  meet  the  priorities  discussed  above  or  if,  after 
all  available  resources  are  considered,  a  request  cannot  be  met  within  the 
desired  time  frame,  we  work  with  the  requester  to  determine  whether  alter- 
natives can  satisfy  his/her  requirements.  For  example,  special  consider- 
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ation  is  given  as  to  whether  other  sources  could  more  appropriately  or  ef- 
fectively meet  the  requester's  needs  (e.g.,  Inspectors  General  offices,  other 
congressional  support  agencies  (CO,  CRS,  or  OTA),  or  other  executive 
branch  organizations).  We  also  evaluate  whether  work  in  process  or 
planned  could  be  modified  to  meet  the  requester's  needs  or  we  ask  whether 
other  work  for  the  requester  could  be  deferred  so  that  work  on  the  subject 
request  could  begin. 

We  do  not  maintain  statistics  on  the  number  of  requests  that  have  been 
turned  down.  Because  of  your  inquiry,  we  have  conducted  a  special  assess- 
ment of  requests  received  in  our  office  over  the  past  18  months  and  have 
identified  93  cases  in  which  we  turned  down  requested  work.  Specifically, 
31  of  the  cases  were  requests  from  Republicans  and  62  from  Democrats. 
Twenty-eight  of  these  cases  involved  referrals  to  other  organizations  that 
could  more  appropriately  or  effectively  respond  to  the  requests. 
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Mr.  Chairman  and  Members  of  the  Committee: 

It  is  a  pleasure  to  appear  before  you  today  to  discuss  our 
recently  released  series  of  reports  concerning  major  issues  facing 
a  new  Congress  and  a  new  President. 

These  reports  were  prepared  at  the  request  of  the  Speaker  of  the 
House  of  Representatives  and  the  Majority  Leader  of  the  Senate.   A 
complete  list  of  the  reports  is  attached  to  this  statement. 

We  issued  a  similar  set  of  reports  in  1988.   We  believed  then--and 
we  continue  to  believe--that  the  breadth  of  GAO's  oversight  re- 
sponsibilities and  the  large  body  of  work  that  we  have  performed 
over  the  years  gives  us  a  special  perspective  on  the  problems  fac- 
ing our  government.   We  have,  a  responsibility  to  share  that  per- 
spective with  those  in  Congress  and  the  executive  branch  who  are 
in  a  position  to  deal  with  the  issues  we  have  identified.   Thus  we 
are  pleased  to  share  the  results  of  our  work  with  you  today. 

In  each  year  but  one  since  we  issued  the  1988  transition  reports, 
this  committee  has  held  a  broad-ranging  oversight  hearing  where  we 
have  summarized  the  work  that  GAO  has  done  on  the  problems  that  we 
highlighted  in  1988  and  on  new  ones  that  have  emerged.   This  has 
helped  us  bring  together  the  results  of  our  work.   We  believe  that 
it  has  been  useful  for  the  Congress,  as  well,  and  we  would  be 
pleased  to  continue  this  pattern  in  future  years. 

Turning  to  the  picture  portrayed  in  this  year's  transition  re- 
ports, I  wish  that  I  could  report  to  you  that  the  problems  we  saw 
facing  the  government  and  the  nation  in  1988  were  resolved  in  the 
ensuing  four  years.   Clearly,  there  have  been  important  favorable 
developments  during  this  period. 

—  There  has  been  a  fundamental  change  in  the  world  with  the 
collapse  of  Soviet  hegemony  in  eastern  Europe,  the  fragmen- 
tation of  the  former  Soviet  Union  and  the  consequent  disap- 
pearance of  the  Warsaw  Pact  as  a  military  threat  to  Western 
Europe  and  the  United  States. 

—  In  concert  with  our  allies,  the  United  States  successfully 
defended  what  it  judged  to  be  its  vital  national  interests 
against  aggression  from  an  expansionist  Iraqi  dictatorship. 

--  At  home,  there  has  been  a  growing  recognition  that  our  fu- 
ture well-being  and  place  in  the  world  is  now  dependent  as 
much  or  more  on  the  strength  and  competitiveness  of  our 
economy  as  on  our  dominant  military  power. 

In  government,  there  has  been  a  growing  understanding  that 
our  ability  to  deliver  services  efficiently  and  effectively 
through  a  complex  intergovernmental  system  requires  invest- 
ment in  the  machinery  of  government.   In  concrete  terms  this 
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is  typified  by  the  enactment  of  the  Chief  Financial  Officers 
Act.   But  I  think  there  is  now  an  acceptance  of  the  need  to 
re-think  the  management  of  governmental  institutions  in  an 
even  broader  way. 

It  is  important  to  acknowledge  favorable  developments,  but  it  is 
even  more  important  to  recognize  the  lack  of  progress  in  many 
areas  and  the  fact  that  some  of  the  problems  we  highlighted  in 
1988  have  become  more  severe.   This  is  a  pattern  that  appears 
throughout  this  year's  series  of  transition  reports.   In  some 
cases,  progress  has  been  made  and  some  of  that  progress  is  remark- 
able.  In  other  cases,  however,  the  problems  have  continued  to 
fester  and  grow  worse.   In  still  other  cases,  new  problems  have 
emerged  or  old  problems  have  taken  on  a  new  dimension,  even  more 
serious  than  the  ones  we  highlighted  in  1988. 

The  structure  of  this  year's  transition  series,  as  in  1988,  in- 
volves three  levels  of  analysis  and  discussion.   One  level  deals 
with  broad  policy  issues  affecting  government  as  a  whole  and  its 
relationship  to  the  economy.   In  this  category  are  the  reports  on 
the  budget  deficit  and  investment.   A  second  level  deals  with  is- 
sues affecting  individual  departments,  agencies  and  major  program 
areas,  such  as  defense,  energy,  and  the  Internal  Revenue  Service. 
The  third  level  of  analysis  draws  from  our  observations  about  spe- 
cific agencies  to  identify  cross-cutting  management  issues,  in- 
cluding financial  management,  information  management,  program 
evaluation  and  the  public  service,  that  affect  many  departments 
and  agencies. 

In  total,  this  year's  transition  series  includes  28  reports,  2 
more  than  in  1988.   This  statement  can  do  no  more  than  summarize 
the  most  significant  points  raised  in  those  reports.   Accordingly, 
we  urge  the  Committee  and  other  interested  parties  to  review  the 
reports  themselves  (and  the  more  detailed  work  to  which  the 
reports  refer)  in  areas  in  which  there  is  particular  interest. 

I  would  also  point  out  that  there  is  another  series  of  17  reports, 
covering  what  we  have  identified  as  being  areas  subject  to  high 
risk  of  fraud,  waste,  abuse,  and  mismanagement.   This  Committee 
has  actively  supported  our  "high  risk"  program  and  those  reports 
will  be  discussed  later  in  this  hearing. 

The  Budget  Deficit.  Investment,  and  Long  Term  Economic  Growth 

In  1988,  we  said  that  the  budget  deficit  was  among  the  most  urgent 
issues.   Despite  serious  efforts  to  confront  that  problem,  the 
deficit  set  a  new  record  of  $290  billion  in  1992,  higher  than  we 
thought  likely  four  years  earlier.   But  even  this  understates  the 
magnitude  of  the  problem.   As  can  be  seen  in  Table  1,  there  is  a 
much  larger,  and  growing  structural  deficit,  $386  billion  in  1992, 
in  the  federal  funds  part  of  the  budget  that  is  partially  masked 
by  growing  surpluses  in  Social  Security  and  other  trust  funds, 
surpluses  that  will  begin  evaporating  when  the  Baby  Boom  genera- 
tion starts  retiring  in  another  twenty  years  or  so. 
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Table  1:  Deficits 
Dollars  in  billions 


1981       1992       1993       1997 
Actual     Actual    Estimate   Estimate 


Unified  deficit            $79       $290       $331       $290 
Trust  fund  surpluses       7        96        108        140 

Federal  funds  deficit      $86       $386       $439       $430 

Estimates  by  Congressional  Budget  Office,  August  1992. 

The  damage  to  the  economy  resulting  from  the  huge  budget  deficits 
of  the  last  decade  is  often  described  as  a  "long-term"  problem, 
with  the  implication  that  action  to  resolve  the  problem  can  be 
postponed  for  a  while,  perhaps  a  long  while,  without  great  risk. 
Unfortunately,  the  long-term  is  now  here.   In  a  recent  report,  for 
example,  the  Committee  for  Economic  Development,  an  independent 
business  and  education  group,  estimated  that  low  national  savings 
and  investment,  driven  in  significant  part  by  persistent  budget 
deficits,  are  already  costing  the  United  States  about  $300  billion 
per  year  in  lost  potential  output. ^ 

In  the  absence  of  firm  action  to  confront  the  problem  of  the  defi- 
cit and  resolve  it,  the  outlook  is  for  more  of  the  same,  and 
worse.   The  resulting  drain  on  the  nation's  diminished  supply  of 
savings  is  a  major  threat  to  future  economic  growth  and  to  the 
prospects  for  a  higher  standard  of  living  for  the  next  generation. 
Moreover,  the  combination  of  a  stagnant  domestic  economy  and  a 
growing  volume  of  foreign  debt  threatens  our  ability  to  influence 
world  events  and  to  act  independently,  when  necessary,  to  protect 
our  vital  interests. 

In  addition,  budget  deficits  have  been  coupled  with  a  diminished 
pace  of  government  investment  in  productive  infrastructure,  re- 
search and  development,  and  human  capital.   As  can  be  seen  in 
Table  2,  budget  pressures  to  finance  rapidly  growing  health  care 
and  other  programs  financing  current  consumption,  along  with  esca- 
lating interest  costs,  have  severely  constrained  the  resources 
available  to  promote  future  economic  growth  through  well-designed 
programs  in  these  areas . 

In  our  view,  it  is  essential  that  Congress  and  the  President  de- 
velop and  implement--as  a  matter  of  the  highest  priority--a  two- 
pronged  economic  growth  strategy  with  the  following  elements: 

1.  An  assured,  phased  reduction  in  the  deficit,  leading  to 
budgetary  balance  around  the  end  of  the  decade  and  a  small 

^   Restoring  Prosperity;  Budget  Choices  for  Economic 

Growth ,  Committee  for  Economic  Development,  Washington, 
1992. 
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Table  2:  Outlays  for  Fiscal  Years  1981,  1986,  and  1991 
Dollars  in  billions 


Percent 

1981 

1986 

1991 

Change 

Actual 

Actual 

Actual 

1981-1991 

Defense 

$158 

$273 

$273 

74 

Net  Interest 

69 

136 

195 

183 

Health: 

Medicare 

39 

70 

104 

167 

Medicaid 

17 

25 

53 

212 

Subtotal,  Medicare  and 

Medicaid 

56 

95 

157 

180  ' 

Deposit  Insurance 

-1 

1 

66 

All  other 

397 

485 

632 

59 

Total 

$678 

$990 

$1,323 

95 

surplus  in  the  early  years  of  the  Twenty-First  Century.   If 
fiscal  stimulus  is  necessary  to  accelerate  recovery  from  the 
recession,  it  should  be  limited  in  time  and  coupled  with 
appropriate  long  term  measures  to  reduce  the  deficit. 

2.  A  shift  in  budgetary  priorities  to  reduce  spending  on  pro- 
grams financing  consumption,  especially  in  the  health  care 
area,  and  increase  the  emphasis  on  well-designed  programs  to 
foster  long  term  economic  growth. 

The  experience  of  the  1980s  demonstrates  that  such  a  strategy  en- 
tails some  very  difficult  choices.   However,  the  President-elect' 
statements,  both  during  the  campaign  and  in  the  recent  Economic 
Conference,  suggest  that  he  shares  a  similar  view  of  the  impor- 
tance of  a  growth-oriented  economic  strategy  embodying  these 
elements. 


National  Security  and  International  Relations  Policies  for  a 
Changing  World 

In  1988,  we  noted  that  DOD's  defense  spending  plan  contained  pro- 
grams which  would  cost  about  $200  billion  more  than  DOD  could  ex- 
pect to  receive.   Since  then,  the  "top  line"  defense  budget  has 
been  reduced  but  we  still  face  the  difficult  task  of  redefining 
the  post-Cold  War  role  of  our  military  forces  and  restructuring 
those  forces  to  carry  out  that  role  within  the  limits  of  an  af- 
fordable defense  budget.   There  is  still  a  potential  $150  billion 
gap  between  the  cost  of  planned  defense  projects  and  programs  and 
the  projected  availability  of  budgetary  resources. 

With  the  end  of  the  Cold  War,  the  time  has  come  for  the  most  fun- 
damental and  far-ranging  reexamination  of  the  nation's  defense 
policy  and  structure  in  40  years.   Instead  of  a  global  threat  from 
the  Soviet  Union,  the  United  States  and  the  other  industrialized 
democracies  now  face  an  unpredictable  variety  of  regional  threats 
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to  their  interests — such  as  the  Iraqi  invasion  of  Kuwait--and  a 
potentially  large  number  of  situations--such  as  those  in  Somalia 
and  Bosnia--in  which  military  intervention  is  urged  on  humanitar- 
ian or  other  grounds.   In  these  circumstances,  unlike  the  situa- 
tion when  a  unified  NATO  command  faced  the  Warsaw  Pact,  the  extent 
of  multinational  involvement  is  uncertain. 

In  this  new  environment,  and  particularly  in  the  context  of  severe 
constraints  on  resources  because  of  the  necessity  to  reduce  the 
budget  deficit,  it  is  essential  that  we  undertake  a  careful 
reassessment  of  U.S.  commitments  around  the  world,  of  the  strate- 
gies driven  by  these  commitments,  and  of  the  military  roles  and 
missions  that  are  appropriate  to  them.   Congress  recognized  the 
need  for  such  a  reassessment  in  the  National  Defense  Authorization 
Act  for  1993  by  requiring  a  report  by  the  Joint  Chiefs  of  Staff  on 
future  military  missions  and  roles. 

Reducing  defense  spending  will  be  complicated  by  a  number  of  fi- 
nancial issues  that  are  currently  not  fully  recognized  in  DOD's 
spending  plans.   There  is  a  significant  mismatch  between  the  $1.4 
trillion  1993-97  plan  and  budget  realities.   The  plan  does  not 
recognize 

--  over  $35  billion  in  potential  weapons  cost  growth, 

—  about  $12  billion  in  congressional  actions  delaying  some 
proposed  program  teirminations, 

—  an  estimated  $5.4  billion  in  funding  for  defense  conversion 
to  commercial  activities,  and 

—  $60  billion  in  additional  cuts  proposed  by  the  President- 
elect. 

In  addition,  the  spending  plan  assumes  $53  billion  in  management 
savings,  the  majority  of  which  may  not  be  achieved,  and  $5  billion 
in  base  closure  savings  that  will  not  be  realized  during  the  per- 
iod.  As  a  result,  DOD  may  be  faced  with  additional  program  reduc- 
tions of  over  $150  billion. 

Other  items  will  add  pressure  for  more  defense  spending  in  the 
longer  term.   For  example,  cleaning  up  hazardous  waste  on  defense 
property  is  now  estimated  to  cost  $24.5  billion,  and  disposing  of 
chemical  weapons  will  cost  at  least  $8  billion;  both  estimates  are 
expected  to  grow. 

An  important  element  in  addressing  management  challenges  facing 
DOD  will  be  improving  financial  management  practices.   We  recently 
reported  that  the  Army  and  Air  Force  were  unable  to  produce  finan- 
cial statements  and  that  their  financial  reporting  required  ad- 
justments of  more  than  $200  billion.   Without  accurate  financial 
information  it  will  be  difficult  for  DOD  managers  to  control 
costs.  ■ 


67 


It  is  also  imperative  that  DOD  get  better  control  of  its  invento- 
ries.  We  cannot  afford  to  add  even  more  to  the  huge  amounts  of 
excess  inventories--$40  billion  at  last  count--that  have 
accumulated. 

An  additional  matter  of  concern  centers  on  the  need  to  control  the 
spread  of  weapons  of  mass  destruction,  an  issue  that  is  made  more 
urgent  by  the  political  fragmentation  of  the  former  Soviet  Union. 
The  United  States  has  already  pledged  to  buy  500  tons  of  highly 
enriched  uranium  from  Russia  to  prevent  its  sale  to  other  coun- 
tries.  The  specter  of  a  nuclear  black  market,  together  with  the 
need  to  repair  or  replace  potentially  unsafe  Soviet  nuclear  power 
plants--at  a  cost  of  up  to  $50  billion--demand  attention  to  inter- 
national nuclear  proliferation  and  safety  issues. 

The  military  challenges  are  clearly  different  in  the  post-Cold  war 
era  but  the  challenges  of  managing  our  defense  establishment  may 
be  greater  than  ever.   But  the  task  of  adjusting  to  the  post-Cold 
War  era  is  not  limited  to  the  Defense  Department;  adjustments  are 
also  required  in  other  departments  and  agencies  of  government. 

--  With  input  from  other  agencies  and  the  Congress,  the  Department 
of  Energy  must  determine  what  the  nation's  future  capability 
should  be  for  nuclear  weapons  production,  and  develop  appro- 
priate plans  for  modernizing  facilities  located  in  18 
states.   In  addition,  the  agency  must  continue  the  mammoth 
task  of  cleaning  up  serious  environmental  contamination 
throughout  the  complex  now  estimated  to  cost  $160  billion 
over  a  number  of  years. 

--  The  objectives  and  mechanisms  of  the  foreign  economic  and 
military  assistance  programs,  costing  about  $14  billion  an- 
nually, have  long  been  viewed  as  part  of  the  strategy  for 
containing  Soviet  expansionism.   These  programs  must  be  re- 
examined.  The  challenge  will  be  to  determine  U.S.  security 
and  economic  priorities  and  the  corresponding  size  and  shape 
of  a  foreign  assistance  program. 

--  A  reorientation  of  economic  assistance  programs  to  meet  new 
challenges  must  be  coupled  with  a  major  effort  to  overcome 
the  serious  management  weaknesses  in  AID  that  have  contrib- 
uted directly  to  a  loss  of  accountability,  financial 
control,  and  effectiveness. 

--  Congress  and  the  administration  need  to  consider  how  the 
State  Department  and  other  foreign  affairs  agencies  such  as 
the  U.S.  Information  Agency  will  be  able  to  operate  effi- 
ciently and  effectively  with  declining  resources  in  the 
post-Cold  War  environment.   In  particular,  the  State  Depart- 
ment needs  the  support  of  Congress  and  the  administration 
for  a  continued  commitment  to  addressing  its  management 
problems.   It  may  also  be  time  for  a  fundamental  reevalua- 
tion  of  the  missions  and  objectives  of  U.S.  international 
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broadcasting  activities,  such  as  the  Voice  of  America  and 
Radio  Free  Europe. 

Crisis  in  the  Health  Care  System 

In  1988,  we  pointed  to  the  rapid  growth  of  health  care  costs  and 
the  need  for  effective  cost-containment  strategies.   Costs  have 
continued  to  escalate.   It  is  now  evident  that  traditional 
approaches  to  cost  control  are  inadequate  and  that  major  reforms 
are  required.   As  we  noted  in  1990,  failure  to  control  overall 
health  care  costs  will  stymie  efforts  to  control  outlays  for 
Medicare  and  Medicaid--the  fastest  growing  major  programs  in  the 
federal  budget--and  will  make  it  more  difficult,  if  not  impossi- 
ble, to  bring  the  budget  into  balance. 

A  key  challenge  facing  the  new  Congress  and  administration  is 
finding  a  better  way  to  manage  and  finance  the  U.S.  health  care 
system  while  preserving  the  high-quality,  innovative  medical  care 
the  United  States  has  achieved.   U.S.  spending  on  health  care  is 
projected  to  reach  18  percent  of  GDP  by  the  year  2000--far  more 
than  any  other  industrialized  country.   These  growing  costs  are 
shared  by  individuals  and  the  business  community  as  well  as  by 
federal  and  state  governments. 

Despite  having  a  health  care  system  with  the  highest  costs  in  the 
industrialized  world,  however,  large  portions  of  our  population 
are  not  served  very  well.   Nearly  34  million  Americans  are  unin- 
sured and  millions  more  are  either  underinsured  or  at  risk  of 
losing  coverage  if  they  develop  a  serious  medical  condition,  lose 
their  job,  or  change  employers. 

At  the  request  of  Congress,  we  have  examined  the  experiences  of 
other  countries,  as  well  as  U.S.  federal  programs  and  state  and 
community  initiatives  as  part  of  a  search  for  possible  solutions 
for  the  root  causes  of  our  health  care  system.   To  broaden  access 
while  containing  spending,  we  need  to  consider  features  common  to 
successful  systems  abroad  and  at  home.   But  a  reformed  system  must 
also  build  on  the  strengths  of  the  current  system,  including  a 
strong  research  establishment,  continuing  development  of  techno- 
logy and  the  capacity  for  evolution  in  service  delivery 
mechanisms . 

We  believe  there  are  several  central  issues  that  must  be  addressed 
in  the  development  of  better  ways  of  managing  and  financing  health 
care  in  the  United  States. 

Universal  access  to  health  insurance  is  achievable,  but  the 
costs  are  considerable,  in  the  range  of  $12  to  $27  billion 
annually.   It  would  also  entail  major  changes  in  the  role  of 
government,  the  structure  of  health  finance  system,  and  the 
financial  responsibilities  of  individuals  and  employers. 
But  universal  coverage  can  contribute  to  both  short  and  long 
term'  strategies  for  cost  containment,  as  well  as  meeting  the 
needs  of  the  34  million  who  are  presently  uninsured. 
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--  Reforms  in  the  private  health  insurance  market  are  needed  to 
improve  availability  and  af fordability. 

--  Cost  control  is  imperative.   Unchecked  increases  in  costs 
will  make  insurance  unaffordable  for  more  and  more  people, 
as  well  as  aggravating  the  budgetary  squeeze  on  federal  and 
state  governments.   But  cost  control  entails  some  mechanism 
for  disciplining  the  decisions  of  consumers  and  providers. 
Two  basic  strategies  are  currently  being  debated,  managed 
competition  and  direct  controls.   Whichever  approach  is  cho- 
sen, including  a  possible  hybrid,  if  it  is  effective  it  will 
mean  that  some  segments  of  society  receive  less.   Providers 
will  have  lower  revenues;  consumers  may  face  more  limited 
choices;  and  the  rate  of  improvement  in  medical  technology 
may  slow. 

--  Administrative  simplification  can  contribute  significantly 
to  containing  spending.   Nearly  6  percent  of  U.S.  health 
care  expenditures  in  1989  were  accounted  for  by  the  adminis- 
trative costs  of  government  health  programs  and  private  in- 
surers.  Canada,  by  contrast,  spends  about  one-fifth  as  much 
proportionately  on  these  insurance  overhead  functions. 
Health  care  providers  also  face  high  administrative  costs 
that  are  directly  attributable  to  the  way  we  finance  health 
care. 

--  More  effective  measures  are  needed  to  detect  and  prevent 

fraud  and  abuse  by  health  care  providers,  now  commonly  esti- 
mated to  cost  about  $80  billion  annually,  or  10  percent  of 
total  health  care  spending.   This  issue  is  discussed  more 
fully  in  our  "high  risk"  report  on  Medicare  claims. 

--  Ways  need  to  be  found  to  encourage  continued  development  of 
new  medical  technologies  while  also  insuring  their  efficient 
use.   The  unrestrained  spread  and  use  of  such  technologies 
in  recent  years  is  one  of  the  driving  factors  in  the  upward 
momentum  of  health  care  spending. 

—  Reform  of  the  medical  malpractice  system  is  needed  to  re- 
lieve doctors  from  both  the  financial  and  emotional  burdens 
of  malpractice,  to  reduce  the  costs  of  malpractice  insurance 
and  related  defensive  medicine,  and  to  provide  better  access 
to  compensation  for  those  who  are  injured. 

Reform  of  the  U.S.  approach  to  financing  health  insurance  and 
paying  providers  is  a  daunting  task,  entailing  many  difficult 
choices.   Among  both  providers  and  consumers  of  health  care  ser- 
vices, reform  will  generate  losers  as  well  as  winners.   But  there 
are  even  greater  risks  if  reform  is  not  undertaken.   Costs  will 
continue  to  rise,  driving  more  and  more  Americans  into  the  ranks 
of  the  uninsured  and  putting  increasingly  intolerable  burdens  on 
federal'  and  state  governments . 
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Educating  and  Training  a  Competitive  Workforce 

In  the  discussion  of  budget  policy  earlier  in  this  statement,  I 
stressed  the  importance  of  the  government's  role  in  investing  for 
future  economic  growth.   Central  to  this  is  investment  in  human 
capital,  the  knowledge  and  skills  that  individual  workers  bring  to 
the  production  of  goods  and  services  in  a  modern,  internationally- 
competitive  economy.   The  education  and  training  services  that 
yield  this  growth  in  human  capital  are  highly  fragmented  among 
state  and  local  governments,  thousands  of  school  districts,  col- 
leges, and  universities,  and  numerous  private  and  not-for-profit 
training  programs. 

The  American  workplace  is  changing  in  response  to  international 
competition.   Economic  change,  coupled  with  the  adoption  of  new 
technologies  and  the  restructuring  of  work  is  resulting  in  worker 
dislocation  and  shifts  in  the  skill  demands  for  new  workers.   In- 
creasingly, companies  are  looking  for  workers  with  greater  techni- 
cal skills  and  those  who  are  versatile  and  able  to  adapt  to 
changing  conditions--by  learning  new  skills,  changing  their  roles 
in  the  workplace,  working  in  teams,  sharing  management  responsi- 
bilities, and  solving  problems. 

Our  education  and  training  systems  are  not  keeping  pace;  many  of 
our  youth  are  leaving  school  poorly  prepared  for  the  new  work 
world.   We  estimate  that  about  one  in  three  youth  aged  16  to  24 
will  not  have  the  skills  needed  to  meet  employer  requirements  for 
entry  level,  semi-skilled,  high  wage  occupations.   In  addition,  we 
already  have  a  large  group  of  the  economically  disadvantaged  who 
lack  necessary  skills.   And  900,000  or  more  workers  annually  are 
at  least  temporarily  dislocated  and  often  need  retraining  or  help 
in  finding  a  new  job. 

The  federal  programs  that  seek  to  prepare  young  people  for  adult 
responsibilities,  especially  the  world  of  work,  are  located  in  the 
Departments  of  Labor  and  Education.   Both  have  roles  to  play  in 
adapting  the  nation's  decentralized  education  and  training  systems 
to  more  effectively  promote  the  development  of  a  skilled  work- 
force.  However,  the  nation's  efforts  are  hampered  by  the  lack  of 
integrated,  coherent  strategies  for  dealing  with  these  complex 
problems . 

The  federal  government  contributes  only  about  6  percent  of  the 
$221  billion  spent  on  public  elementary  and  secondary  education. 
Even  so,  the  Department  of  Education  has  a  strong  leadership  role 
to  fill  in  working  with  states  and  localities  to  improve  the 
nation's  education  system  as  a  whole  and  in  ensuring  that  all 
children  will  benefit  from  the  improvements. 

One  critical  issue  is  the  need  to  maximize  the  Department's 
resources  to  promote  widespread  school  reform  efforts  among  states 
and  localities.   Other  issues  include  helping  schools  adjust  to  a 
higher  proportion  of  poor,  minority,  and  immigrant  children;  con- 
tinuing to  support  the  development  of  high  national  standards  for 
all  children;  and  moving  thoughtfully  in  backing  the  development 
of  new  forms  of  student  assessment.   The  Department  will  also  need 
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to  consider  how  to  use  existing  programs  in  the  context  of  broad 
reform  and  how  the  services  provided  by  its  programs  complement 
those  of  other  agencies.   For  example,  to  help  assure  that  young 
children  are  ready  for  and  succeed  in  school,  the  Department 
should  continue  efforts  to  link  its  programs  with  others,  such  as 
HHS ' s  Head  Start  program. 

There  are  long  standing  managerial  problems  in  the  Department, 
however,  that  may  impede  its  strong  leadership  role  in  educational 
reform.   In  our  1988  transition  report,  we  noted  many  such  defi- 
ciencies, particularly  in  student  assistance  programs.   Guaranteed 
Student  Loan  defaults  cost  the  government  $3.6  billion  in  1991. 
These  programs  remain  on  our  list  of  high  risk  programs  and  are 
the  subject  of  a  separate  report.   The  Congress  has  enacted 
changes  that  could  significantly  improve  the  operation  of  these 
programs  but  serious  problems  remain  in  overall  departmental  man- 
agement, financial  and  management  information  systems,  and  human 
resources  management.   These  problems,  if  not  addressed,  could 
undermine  not  only  student  loan  reforms  but  also  the  Department's 
role  in  reforming  the  nation's  educational  system. 

In  general,  the  Department  of  Education's  responsibilities  relate 
to  the  person  while  in  school.   For  the  person  who  has  left 
school,  the  relevant  federal  training  programs  are  primarily  those 
administered  by  the  Department  of  Labor.   One  of  Labor's  most 
important  missions  is  to  improve  the  skills  of  American  workers, 
with  particular  attention  to-- 

--  Helping  students  make  the  transition  from  school  to  work; 

--  Providing  employment  and  training  assistance  to  economically 
disadvantaged  workers;  and 

--  Assisting  dislocated  workers. 

The  effectiveness  of  our  investments  in  human  capital  in  these 
areas  is  compromised  by  an  uncoordinated  system  of  125  employment 
training  programs  spread  across  14  departments  and  agencies  with 
over  $16  billion  in  annual  funding.   Many  of  these  programs  tend 
to  suffer  from  inadequate  federal  and  state  oversight,  inefficient 
service  to  those  in  need,  improper  program  expenditures  and,  in 
some  cases,  questionable  effectiveness.   Congress  and  the  new 
administration  need  to  focus  on  creating  a  more  coherent, 
effective,  and  accountable  employment  training  system. 

In  addition.  Labor  needs  to  ensure  that  workers  have  access  to 
unemployment  insurance  benefits  when  they  need  them,  and  the  pen- 
sions due  them  when  they  retire.   The  ability  of  the  Unemployment 
Insurance  system  to  provide  income  assistance  to  the  unemployed 
and  to  help  stabilize  the  economy  during  recessions  has  eroded; 
and  there  are  serious  concerns  about  the  financial  soundness  of 
the  Pension  Benefit  Guarantee  Corporation.   The  aggregate 
liability  in  the  85,000  plans  PBGC  insures  is  over  $900  billion. 
Collectively,  these  plans  have  over  $1.3  trillion  in  assets. 
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However,  about  $40  billion^  of  the  liabilities  do  not  have 
matching  assets  and  about  $13  billion  of  this  amount  is  in  plans 
of  financially  troubled  companies.   As  of  September  30,  1991,  PBGC 
had  a  current  deficit  of  $2.3  billion.   Its  most  pessimistic 
projection  is  that  the  deficit  could  reach  $17.9  billion  by  the 
year  2001,  a  matter  that  is  examined  in  detail  in  a  separate 
report  in  our  high  risk  series. 

Worker  health  and  safety  is  another  important  issue.   Annually, 
about  1.7  million  workers  are  disabled  by  on-the-job  injuries,  and 
about  110,000  die  from  work-related  causes.   A  total  of  2,000 
inr^pectors  safeguard  88  million  workers  in  the  nation's  6  million 
worksites.   The  Occupational  Safety  and  Health  Administration, 
together  with  its  state  counterparts,  must  find  innovative 
solutions  to  ensure  safe  and  healthful  workplaces. 

Infrastructure  for  a  Growing  Economy 

Just  as  a  growing  economy  requires  human  capital  in  the  form  of  a 
skilled  workforce,  it  also  requires  investment  in  the  infrastruc- 
ture needed  to  facilitate  expanding  commerce  in  goods  and  ser- 
vices.  Over  the  years  the  federal  government,  in  cooperation  with 
state  and  local  governments,  has  played  a  major  role  in  building 
that  infrastructure,  especially  with  regard  to  the  nation's  trans- 
portation system.   In  this  area.  Congress  and  the  administration 
face  two  critical  rebuilding  issues. 

—  Maintaining,  renewing,  and  enhancing  the  surface  transporta- 
tion infrastructure  will  require  on  the  order  of  half  a 
trillion  dollars  as  we  approach  the  next  century.   The 
Department  of  Transportation  estimates  that  about  $280  bil- 
lion would  be  needed  just  to  maintain  the  nation's  roads  and 
bridges  at  1989  conditions.   While  Congress  enacted  landmark 
legislation  to  help  pay  for  and  guide  this  work,  a  major 
challenge  will  be  to  invest  wisely  because  the  needs  far 
outweigh  the  resources.   Other  challenges  include  developing 
an  organizational  structure  within  DOT  that  facilitates  in- 
vestment trade-offs  among  aviation,  mass  transit,  highways, 
and  rail,  and  capitalizing  on  new  technologies,  such  as 
high-speed  rail  and  intelligent  vehicle/highway  systems. 

—  The  air  traffic  control  system  must  be  upgraded  to  accommo- 
date the  growth  in  air  travel.   FAA  estimates  that  it  will 
spend  $32  billion  through  the  year  2000--up  $7  billion  from 
the  estimate  four  years  ago.   In  addition  to  cost  overruns, 
the  modernization  program  has  been  fraught  with  schedule 
delays.   The  program's  centerpiece,  the  Advanced  Automation 
System,  has  experienced  serious  difficulties  and,  after  10 
years  in  development,  the  contractor  recently  announced 
another  1-year  delay.   For  the  program  to  succeed,  FAA  must 
reform  its  acquisition  process,  make  long-overdue  decisions 

2   On  December  15,  1992,  PBGC  reported  that  this  amount  had 
increased  to  $51  billion. 

11 


73 


on  the  number  of  facilities  it  will  need,  expeditiously 
apply  emerging  technologies,  and  establish  a  continuity  of 
leadership. 

The  issue  of  competition  and  financial  condition  of  firms  in  the 
airline  industry  is  of  great  significance  because  of  that  indus- 
try's importance  in  our  economy.   Recent  bankruptcies  and  mergers 
in  combination  with  long  standing  barriers  to  entering  the  indus- 
try have  reduced  competition  and  led  to  a  decline  in  the  number  of 
major  U.S.  airlines.   Moreover,  tomorrow's  industry  will  be  domi- 
nated by  airlines  whose  routes  span  the  globe;  international  mar- 
kets now  offer  U.S.  airlines  the  greatest  potential  for  growth. 
Congress  and  DOT  need  to  solve  the  underlying  problems  threatening 
domestic  competition  and  facilitate  U.S.  competitiveness  in  inter- 
national markets.   The  issues  center  on  determining  the  extent  to 
which  foreign  interests  should  be  allowed  to  invest  in  U.S.  air- 
lines, improving  U.S.  access  to  foreign  markets,  and  removing 
domestic  barriers  to  entry. 

The  nation's  energy  system  is  another  vital  element  of  the  infra- 
structure supporting  a  growing  economy  and  one  in  which  there  has 
been  longstanding  public  sector  involvement  through  financial  sup- 
port and  regulation.   The  United  States  currently  relies  on  fossil 
fuels--coal,  natural  gas  and  petroleum- -for  about  85  percent  of 
its  energy  supply.   This  reliance,  which  has  evolved  in  response 
to  market  forces,  entails  economic,  national  security  and  environ- 
mental costs  that  are  not  fully  captured  in  the  market  prices  of 
various  forms  of  energy.   Our  massive  military  response  to  Middle 
East  aggression  that  threatened  the  world's  access  to  oil  reveals 
one  aspect  of  those  costs.   Vulnerability  to  oil  cost  changes 
reveals  another.   U.S.  consumers  spent  $21  billion  more  for  crude 
oil  and  petroleum  products  from  August  1  to  December  1,  1990,  than 
would  have  been  spent  absent  the  Middle  East  crisis. 

Infrastructure  requirements  for  the  nation's  nuclear  power  plants 
and  other  nuclear  facilities  include  a  system  for  safely  disposing 
of  used  fuel  and  other  radioactive  waste  products.   A  decade  has 
passed  since  Congress  authorized  a  program  for  disposing  of  nuc- 
lear waste,  and  $3  billion  of  an  estimated  $30  billion  total  cost 
has  been  spent,  but  siting  a  repository  seems  as  distant  as  it  did 
10  years  ago. 

Federal  Investment  in  Research  and  Development 

Both  here  and  abroad,  there  is  a  long  history  of  government  sup- 
port for  research  and  development  intended  to  increase  the  produc- 
tivity and  competitiveness  of  the  private  sector.   A  prominent 
U.S.  example  is  the  support  given  to  agricultural  research  and  to 
the  rapid  diffusion  of  the  results  of  that  research.   This  has 
been  an  important  reason  for  the  extraordinary  productivity  of  the 
American  farmer. 

In  recent  decades,  federally  supported  research  has  emphasized 
defense  and  space.   However,  such  research  may  also  benefit  the 
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broader  economy  by  spinning  off  ideas,  products,  and  techniques. 
One  important  performer  of  mission  related  research  is  the  Energy 
Department's  national  laboratories,  which  are  funded  at  over  $7 
billion  and  employ  over  50,000  scientific  and  other  personnel. 
The  laboratories,  whose  mission  was  previously  dominated  by  nuc- 
lear weapons  research,  now  must  adjust  to  the  realities  of  the 
post-Cold  War  era  and  are  under  increasing  pressure  to  reorient 
their  work  towards  more  immediate  national  needs . 

Another  major  center  of  federal  research  is  the  National 
Aeronautics  and  Space  Administration,  which  also  faces  major  chal- 
lenges in  the  years  ahead. 

--  NASA's  strategic  and  program  plans  call  for  future  budgets 
that  are  well  above  likely  funding  levels.   Unless  this 
multi-billion  dollar  gap  is  closed,  programs  will  be  subject 
to  an  annual  cycle  of  funding  reductions,  restructurings, 
and  schedule  delays.   NASA  management  is  working  to  reshape 
its  plans  to  fit  a  more  constrained  future  funding  level, 
but  the  success  of  that  effort  remains  to  be  seen. 

--  With  little  or  no  budget  growth  in  the  foreseeable  future, 
NASA  needs  to  improve  the  management  of  its  research  and  de- 
velopment efforts  by  establishing  realistic  cost,  schedule, 
and  performance  goals  and  then  identifying  and  mitigating 
problems  that  would  disrupt  achievement  of  these  goals. 
This  is  especially  true  for  major  programs  such  as  the  Space 
Station  and  the  Advanced  Solid  Rocket  Motor. 

--  NASA  also  can  save  money  by  improving  its  operational  efficien- 
cy and  effectiveness.   Efforts  are  underway  in  an  attempt  to 
reduce  the  cost  of  the  space  shuttle  program  and  to  improve 
contract  management.   NASA  spends  almost  90  percent  of  its 
funds  on  contract  and  poor  oversight  of  contractors  has  con- 
tributed to  cost  increases,  schedule  delays,  and  performance 
problems  on  some  projects. 

—  Over  the  past  two  decades,  NASA  has  placed  primary  emphasis 
on  the  space  program  and  has  spent  relatively  little  on  its 
aeronautics  program,  one  of  its  charter  missions.   In  addi- 
tion, its  aeronautics  research  has  not  focused  primarily  on 
the  technology  validation  efforts  needed  to  minimize  indus- 
try's risks  in  applying  new  technology.   In  view  of  the 
gains  that  have  been  made  in  recent  years  by  foreign  firms 
at  the  expense  of  U.S.  manufacturers,  NASA  may  need  to  do 
more  technology  validation  work. 

Sound  Financial  Institutions  and  Effective  Trade  Policies  for  a 
Growing  Economy  in  an  Interdependent  World 

A  safe  and  sound  financial  system  and  mutually  beneficial  interna- 
tional trade  and  financial  relationships  are  also  essential  for  a 
productive  and  stable  American  economy. 
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When  we  issued  our  1988  transition  reports,  the  financial  services 
industry  was  experiencing  its  most  turbulent  and  troubled  period 
since  the  Great  Depression.   A  great  deal  has  been  done  since  that 
time  to  address  the  weaknesses  and  vulnerabilities  that  were  then 
evident.   Despite  this  notable  progress,  the  job  is  not  yet  done. 

--  The  reforms  that  have  been  enacted,  especially  those  in  the 
FDIC  Improvement  Act  of  1991,  must  be  properly  implemented. 
We  need  to  guard  against  attempts  to  undo  such  reforms. 

--  The  regulatory  structure  needs  to  deal  with  the  realities  of 
today's  intertwined  and  highly  competitive  financial 
markets . 

--  To  ensure  that  our  markets  and  institutions  continue  to 
function  safely,  soundly,  and  smoothly,  regulators  need  to 
take  special  steps  to  stay  abreast  of  the  dizzying  pace  of 
change  in  the  industry,  such  as  the  development  of  deriva- 
tive financial  instruments. 

--  Accounting  reforms  are  needed  for  the  banking,  thrift,  and 
insurance  industries  to  ensure  that  regulators,  sharehold- 
ers, and  other  interested  parties  receive  reliable  reports 
on  financial  condition.   Reviews  of  failed  institutions  too 
often  reveal  badly  overvalued  assets,  reserves,  and 
capital . 

--  Concern  has  been  expressed  about  the  regulatory  burden  on 
the  banking  industry.   This  issue  should  be  considered  and 
reviewed  carefully,  in  an  assessment  that  considers  both  the 
costs  of  regulation  and  the  benefits  to  the  industry,  con- 
sumers, and  the  taxpayer. 

—  Regulation  of  the  insurance  industry  warrants  scrutiny  in 
light  of  the  increasing  number  and  size  of  companies  that 
fail,  the  effects  of  those  failures  on  policyholders  and  the 
serious  weaknesses  that  have  been  exposed  in  the  state  sys- 
tem of  solvency  regulation. 

We  are  also  entering  a  period  in  which  our  international  economic 
relationships  will  be  a  subject  of  heightened  concern.   Interna- 
tional trade  has  become  an  increasingly  critical  part  of  the  U.S. 
economy,  with  the  share  of  national  income  generated  by  exports 
having  more  than  doubled  over  the  past  30  years;  we  cannot  ignore 
that  sector  of  the  economy.   This  is  evident  from  the  attention 
that  has  been  given  to  the  progress  of  integration  within  the 
European  Community,  to  the  problems  in  our  trading  relationships 
with  Japan,  to  the  difficulties  encountered  in  the  current  round 
of  GATT  negotiations,  and  to  the  potential  implications  of  the 
North  American  Free  Trade  Agreement. 

In  our  1988  transition  reports  we  highlighted  the  need  for  the 
United  estates  to  address  the  federal  budget  deficit  in  recognition 
of  the  constraints  imposed  by  the  realities  of  the  interdependent 
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global  economy.   Unfortunately,  that  problem  has  only  gotten 
worse.   In  other  areas,  some  progress  can  be  reported,  but  much 
remains  to  be  done. 

--  While  the  Department  of  Commerce  has  made  real  progress  on 
the  organizational  and  management  problems  in  its  export 
promotion  programs  that  we  noted  four  years  ago,  it  is  now 
apparent  to  us  that  we  need  to  develop  and  implement  a  com- 
prehensive national  strategy  for  the  export  assistance  pro- 
grams, which  are  spread  among  a  number  of  agencies.   In 
agriculture,  for  example,  the  United  States  continues  to 
subsidize  the  export  of  bulk  grains,  while  losing  both  mar- 
ket share  and  the  opportunity  to  be  competitive  in  other 
agricultural  products. 

--  The  prospects  for  multilateral  trade  negotiations  remain 
uncertain  despite  recent  progress.   Effective  enforcement 
remains  a  key  to  making  such  agreements  work. 

—  New  bilateral  trade  agreements  offer  the  promise  of  expanded 
trade  but  knotty  issues  still  need  to  be  addressed. 

—  As  foreign  firms  show  increasing  interest  in  acquiring  U.S. 
high  technology  and  other  national-security-related  firms, 
continued  attention  needs  to  be  paid  to  the  potential  impact 
on  our  competitive  position  and  defense  capabilities. 

--  If  it  is  determined  that  the  Department  of  Commerce,  which 
has  been  described  as  a  loose  collection  of  more  than  a  hun- 
dred programs,  should  concentrate  on  a  primairy  mission  of 
improving  and  promoting  U.S.  industrial  competitiveness,  the 
Department  will  need  to  better  focus  its  mission  on  that 
objective  and  build  its  capacity  to  play  an  effective  role. 

--  There  is  growing  concern  about  the  quality  of  the  nation's 
economic  statistics.   Some  are  the  responsibility  of 
Commerce  while  others  are  produced  by  numerous  other  depart- 
ments and  agencies.   Attention  is  needed  to  overcoming  defi- 
ciencies in  the  key  statistical  series  and  to  better 
coordinating  the  government  statistical  programs. 

--  The  accuracy  of  the  1990  decennial  census  fell  below  that  of 
1980,  even  as  costs  escalated.   Prompt  attention  is  needed 
by  the  Census  Bureau  if  more  effective  approaches  are  to  be 
adopted  for  the  next  census . 

Effectively  Using  and  Protecting  Our  Natural  Resource  Endowment 

The  nation's  rich  endowment  of  natural  resources  has  played  a  key 
role  in  the  economic  development  of  the  country.   It  is  essential 
that  we  protect  and  manage  effectively  for  the  benefit  of  future 
generations  the  vast  resources  that  exist  on  and  under  the  federal 
lands.   This  responsibility,  as  well  as  that  for  managing  the  huge 
infrastructure  of  facilities  on  federal  lands,  valued  at  about 
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$200  billion,  is  divided  among  the  Department  of  the  Interior,  the 
Forest  Service  and  the  Army  Corps  of  Engineers.   In  1988,  we  drew 
attention  to  a  number  of  problems  in  this  area.   Progress  in  the 
past  four  years  has  been  modest,  at  best. 

—  In  1988,  we  urged  Interior  to  better  balance  competing 
demands  on  the  resources  under  its  protection.   We  have  seen 
some  improvement,  but  budgetary  constraints  will  slow  the 
pace  of  change  and  will  require  difficult  choices. 

--  We  pointed  out  that  billions  of  dollars  would  be  needed  to 
stop  the  continued  deterioration  of,  and  to  prevent  possibly 
irreversible  damage  to,  the  nation's  natural  and  cultural 
resources.   The  existing  infrastructure  and  lands  are  now  in 
such  a  state  of  disrepair  that  existing  maintenance  and 
reconstruction  standards  are  being  compromised  and  the 
agencies  are  cutting  back  in  the  services  they  provide. 

—  Interior  had  not  always  fulfilled  its  fiduciary  duties  to 
collect  revenues  due  the  government,  nor  had  it  taken  advan- 
tage of  opportunities  to  increase  those  revenues.   Various 
legislative  proposals  have  been  offered  to  ensure  a  better 
return  to  the  taxpayer  for  the  sale  or  use  of  federally- 
owned  resources.   These  could  generate  an  additional  $4.5 
billion  in  revenues  and  savings  in  1993  to  1997,  but  few  of 
the  reforms  have  been  enacted. 

—  Thorny  legislative  issues  face  the  103rd  Congress,  including 
the  Endangered  Species  Act,  the  Clean  Water  Act  and  propos- 
als to  designate  additional  areas  as  wilderness.   How  these 
issues  are  resolved  will  go  a  long  way  to  defining  our 
natural  resource  policies  in  the  1990s. 

Rich  topsoil  and  a  generally  hospitable  climate  have  also  been  a 
vital  element  of  our  natural  resource  endowment.   Combined  with  a 
highly  capitalized  agricultural  industry  and  a  substantial  public 
investment  over  time  in  agricultural  research,  it  has  yielded  an 
efficient  and  productive  agricultural  sector  that  has  been  the 
envy  of  the  rest  of  the  world.   But  policies  and  institutions  that 
may  once  have  been  appropriate  may  no  longer  serve  us  well.   The 
Department  of  Agriculture  faces  new  challenges  as  it  adjusts  to 
the  new  realities. 

—  The  Department's  cumbersome  organizational  structure 
reflects  an  agglomeration  of  programs  and  structures  that 
have  remained  largely  unaltered  since  the  1930s,  despite 
changing  circumstances  and  advances  in  technology.   The 
organization  must  be  streamlined  to  keep  up  with  the  times. 
We  believe  this  will  require  a  substantial  reorganization 
coupled  with  a  major  investment  in  financial  and  information 
management  systems.   The  new  administration  should  continue 
the  efforts  underway  to  restructure  the  Department's  organi- 
zation and  management  and  work  with  the  Congress  to  simplify 
programs . 
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--  Recent  legislation  in  1985  and  1990  moved  U.S.  agriculture 
towards  a  greater  market  orientation,  to  make  our  farm  com- 
modities more  competitive  in  world  markets  while  maintaining 
farm  income.   Budget  constraints  and  increased  global  compe- 
tition create  pressure  to  move  faster,  but  conservation  and 
environmental  considerations  complicate  the  situation. 

--  Current  farm  credit  and  risk  protection  programs  expose  the 
federal  government  to  high  risks  of  large  financial  losses. 
The  farm  loan  programs  of  the  Farmers  Home  Administration 
are  the  subject  of  a  separate  "high  risk"  report  because  of 
the  high  loss  rates  of  its  $16  billion  loan  portfolio. 

--  The  Department  is  responsible  for  leadership  in  coordinating 
rural  development  policies  and  programs  but  the  relative 
decline  of  rural  populations,  coupled  with  relatively  lower 
incomes  and  higher  unemployment  rates  among  those  who  remain 
are  a  measure  of  the  limited  success  of  such  programs.   The 
time  has  come  to  reexamine  of  our  rural  development  policies 
and  programs  in  a  search  for  more  effective  ways  of  using 
scarce  budget  resources  to  achieve  rural  revitalization. 

--  A  fragmented  food  safety  system,  with  responsibility  divided 
between  the  Department  and  the  Food  and  Drug  Administration, 
has  led  to  inconsistent  oversight  and  inefficient  use  of 
resources.   It  is  time  to  review  the  structure  of  the  laws 
and  agency  responsibilities  and  the  priorities  for 
regulating  various  parts  of  the  food  system. 

Another  aspect  of  our  resource  endowment  is  the  environment  in 
which  we  live,  work,  and  play.   Only  since  the  onset  of  the  Indus- 
trial Revolution  has  it  become  apparent  that  human  behavior  can 
have  a  profound  effect  on  the  quality  of  the  air  we  breathe  and 
the  water  we  drink,  and  only  in  the  past  two  decades  or  so  has 
that  issue  become  a  central  policy  concern. 

Currently,  the  United  States--including  both  government  and  indus- 
try- -spends  about  $115  billion  per  year  to  meet  environmental 
goals,  an  amount  expected  to  grow  to  $160  billion  annually  by  the 
end  of  the  decade.   However,  budget  constraints  at  the  federal, 
state  and  local  levels  of  government  create  increasingly  severe 
constraints  on  government's  ability  to  meet  public  expectations 
with  regard  to  mitigating  environmental  pollution. 

Resource  limitations  have  particularly  strained  the  Environmental 
Protection  Agency.   Its  responsibilities  have  increased  in  the 
past  decade  with  respect  to  hazardous  waste,  drinking  water  and 
water  and  air  pollution  while  the  agency's  budget  has  remained 
roughly  the  same  in  constant  dollars.   EPA  needs  to  reexamine  its 
approach  to  achieve  the  greatest  reductions  in  risks  to  human 
health  and  the  environment  from  its  limited  resources.   EPA 
should-'- 
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--  Establish  priorities  based  on  relative  risks  to  public 
health  and  the  environment  and  make  greater  efforts  to 
educate  the  public  about  those  risks. 

--  Make  greater  use  of  market-based  incentives--taxes  on  pol- 
lution, trading  in  emission  rights  and  public  disclosure  of 
polluters'  emissions--in  lieu  of  more  costly  regulatory 
approaches . 

—  Explore  more  innovative  approaches  to  financing  the  state 
and  local  costs  of  pollution  mitigation  projects,  which 
those  levels  of  government  face  increasing  difficulty  in 
financing  through  their  budgets.   For  example,  over  $80 
billion  in  improved  wastewater  treatment  facilities,  alone, 
is  needed  to  protect  the  quality  of  our  surface  waters. 

--  Make  a  greater  investment  in  gathering  scientific  data  on 
the  health  and  environmental  effects  of  chemicals  and  pol- 
lutants and  on  the  effectiveness  of  current  abatement 
efforts . 

—  Give  greater  emphasis  to  ensuring  accountability  for  cor- 
recting program  weaknesses.   Despite  recent  progress,  it  is 
not  yet  clear  that  there  is  a  firm  commitment  to  long-term 
follow- through  on  corrective  actions. 

—  To  improve  the  implementation  of  global  environmental  pro- 
tection efforts,  the  U.S.  government  should  support  efforts 
to  improve  the  quality  of  information  available  on  the 
extent  to  which  parties  to  international  environmental 
agreements  are  living  up  to  their  commitments. 

Strengthening  other  Social  Program  Areas 

Two  agencies  with  important  responsibilities  for  financing  or 
delivering  income  and  services  are  the  Departments  of  Health  and 
Human  Services  and  of  Veterans  Affairs. 

With  respect  to  HHS,  I  have  already  spoken  of  the  challenge  of 
dealing  with  the  crisis  in  the  way  we  finance  health  care  ser- 
vices.  But  the  Department  faces  other  serious  problems,  as  well, 

--  Public  confidence  in  our  social  security  programs  must  be 
restored.   The  trust  fund  financing  of  benefits  must  be 
assured  and  services  for  eligible  beneficiaries  need  to  be 
delivered  more  efficiently  and  effectively. 

--  The  major  welfare  reform  effort  of  the  late  1980s,  designed 
to  help  dependent  families  achieve  self-sufficiency  through 
work,  may  fail  unless  closer  attention  is  paid  to  state 
implementation  efforts. 

—  Child  welfare  programs,  designed  for  a  different  era,  are 
Inadequate  for  the  present  situation.   More  children  live  in 
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poverty  than  ever  before,  reports  of  child  abuse  and  neglect 
are  at  record  levels,  and  the  foster  care  program  struggles 
to  accommodate  increasing  caseloads. 

The  Department  of  Veterans  Affairs,  responsible  for  delivering  a 
wide  array  of  services  to  the  nation's  27  million  veterans  at  a 
cost  of  $34  billion,  faces  a  different  set  of  challenges. 

--  With  increasingly  constrained  resources,  VA  must  operate 
more  efficiently  while  preserving  or  enhancing  the  quality 
of  services  it  provides  to  veterans. 

--  VA  and  the  Congress  face  fundamental  policy  decisions  about 
the  structure  of  veterans  benefits  including,  for  example, 
the  role  of  its  $15  billion  health  care  system  in  a  reformed 
national  health  system. 

Meeting  these  challenges  will  require  VA  to  complete  the  develop- 
ment of  the  strategic  management  process  that  is  now  underway. 

Another  important  set  of  social  programs  relates  to  the  homes  in 
which  people  live,  and  the  network  of  relationships  that  create 
"communities."   The  primary  responsibility  for  dealing  with  the 
problems  of  our  communities  rests  with  the  states,  cities,  and 
counties.   The  ability  of  these  governments  to  cope  has  been 
strained  in  recent  years  as  their  budgetary  condition  has  deterio- 
rated.  Past  surpluses  have  declined  sharply--disappearing  in  many 
cases--and  borrowings  have  increased.   Unfortunately,  the  end  is 
not  in  sight.   The  costs  of  health  care  and  other  social  service 
programs  continue  to  rise  faster  than  the  revenue  base  in  many 
hard-pressed  jurisdictions. 

Federal  assistance  for  these  jurisdictions  comes  from  a  variety  of 
agencies,  of  which  HHS  and  the  Department  of  Education  are  among 
the  most  important.   In  the  area  of  "bricks  and  mortar,"  the  pri- 
mary responsibility  lies  with  the  Department  of  Housing  and  Urban 
Development,  which  has  had  a  rather  checkered  history  since  its 
creation  in  the  1960s.   Today,  HUD  faces  continuing  huge  chal- 
lenges in  carrying  out  its  mission,  particularly  in  the  face  of 
severe  constraints  on  budget  resources. 

—  Despite  investing  tens  of  billions  of  dollars,  there  is  a 
growing  gap  between  the  supply  of  decent,  affordable  housing 
for  low-income  families,  and  the  need  for  it.   If  this  gap 
is  to  be  contained,  more  effective  ways  must  be  found  to 
preserve  private  low-income  housing,  maintain  and  modernize 
the  existing  stock  of  public  housing,  stimulate  investment, 
and  contain  the  growing  cost  of  rent  subsidies.   Such  ini- 
tiatives, however,  could  add  billions  to  the  already  sub- 
stantial investment  made  to  house  low-income  families. 

--  Despite  efforts  to  address  the  management  and  program  design 
problems  that  gave  rise  to  the  HUD  scandal  of  the  1980s,  the 
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underlying  causes  of  HUD's  longstanding  management  deficien- 
cies remain  largely  unresolved:   inadequate  information  and 
financial  management  systems,  weak  controls,  an  ill-designed 
organizational  structure,  insufficient  staff  resources,  and 
inadequate  emphasis  on  program  monitoring  and  enforcement. 
In  fact,  a  recent  report  by  the  HUD  Inspector  General  cau- 
tioned that  unless  HUD  acquires  sufficient  resources,  anoth- 
er scandal  is  a  distinct  possibility. 

--  HUD  is  exposed  to  billions  of  dollars  in  potential  cost 
increases  with  respect  to  its  mortgage  insurance  programs. 
And  the  estimated  cost  of  abating  lead-based  paint  in  public 
housing  units  ranges  from  $6  to  $16  billion. 

Other  agencies'  community  development  programs  face  similar 
problems . 

--  The  Small  Business  Administration's  impact  on  stimulating 
small  business  development  is  unclear  despite  billions  of 
dollars  in  federally  guaranteed  loans.   In  addition,  our 
work  has  shown  that  SBA's  loss  rate  is  greater  than  that  of 
private  lenders  and  oversight  of  these  lenders  has  been 
inadequate.   Finally,  SBA's  minority  business  development 
program  has  largely  failed  in  its  mission,  despite  efforts 
to  make  it  more  effective. 

--  Dissatisfaction  with  the  response  to  Hurricane  Andrew,  fol- 
lowing on  the  heals  of  Hurricane  Hugo  and  the  Loma  Prieta 
earthquake,  raises  basic  questions  about  the  government's 
organizational  approach  to  responding  to  such  disasters. 

The  condition  of  our  communities  is  a  matter  of  growing  concern  to 
most  Americans.  Despite  decades  of  attention  and  billions  of  dol- 
lars spent  by  all  levels  of  government  through  programs  reflecting 
many  different  approaches  and  philosophies,  the  problems  remain 
and  grow.  The  time  has  come  for  us  to  search  for  new  ways  of  cop- 
ing with  the  multitude  of  social  ills  that  lie  at  the  heart  of 
these  problems.  This  is  a  matter  to  which  GAO  will  devote  consid- 
erable attention  in  the  years  ahead. 

Strengthening  the  Core  Functions  of  Government 

Modern  governments  could  not  exist  without  the  ability  to  raise 
revenue  through  a  national  tax  system.   The  primary  responsibility 
for  administering  the  federal  tax  laws  is  vested  in  the  Internal 
Revenue  Service. 

IRS  has  made  substantial  progress  in  addressing  the  problems  dis- 
cussed in  our  1988  transition  report  but  major  challenges  lie 
ahead,  none  more  important  than  modernizing  the  outdated  and  inef- 
ficient tax  processing  system.   Central  to  this  task  is  the  $23 
billion  computer  modernization  program  and  the  development  of  a 
new  business  strategy  that  must  be  the  foundation  for  that 
program. 
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IRS  faces  other  challenges,  some  flowing  from  the  modernization 
effort. 

--  With  modernization,  the  agency  will  be  transformed,  so  that 
it  depends  less  on  manual  labor  and  more  on  technology-based 
skills.   IRS  needs  to  find  ways  of  bridging  the  gap  between 
the  skills  and  abilities  of  the  existing  workforce  and  those 
needed  in  the  future. 

--  If  the  new  business  strategy  that  is  part  of  the  moderniza- 
tion effort  is  to  be  effective,  IRS  must  develop  appropriate 
performance  measures  that  will  permit  it  to  assess  progress 
in  achieving  its  business  goals. 

--  IRS  estimates  that  less  than  $30  billion  of  its  reported 
$111  billion  inventory  of  delinquent  tax  debts  is  collect- 
ible.  IRS  needs  to  establish  the  true  amount  of  its  ac- 
counts receivables  and  the  amount  that  is  collectible,  and 
collect  that  amount.   This  is  the  subject  of  another  of  our 
"high  risk"  reports. 

--  The  tax  gap--an  estimate  of  the  taxes  that  should  have  been 
paid  on  legal  income  but  were  not — stands  at  $114  billion 
for  1992.   The  time  is  right  for  IRS  to  rethink  its  approach 
to  enforcement  of  the  tax  laws,  as  well  as  its  approach  to 
helping  taxpayers  comply  with  these  laws. 

--  IRS  needs  a  strong  financial  management  system.   Weaknesses 
in  the  existing  system  contribute  to  IRS'  problems  in  man- 
aging its  accounts  receivable,  properly  identifying  Social 
Security  and  other  trust  fund  tax  collections,  and  providing 
usable  information  on  program  costs. 

--  IRS  also  faces  difficult  tensions  created  by  competing  pri- 
orities for  the  use  of  its  criminal  investigation  resources. 
Other  agencies  seek  the  expertise  of  the  IRS  staff  to  inves- 
tigate sophisticated  financial  transactions,  leaving  IRS 
with  fewer  resources  to  investigate  criminal  violations  of 
the  tax  laws . 

As  the  ability  to  collect  revenue  is  essential  if  there  is  to  be  a 
government,  the  enforcement  of  just  laws  is  a  central  reason  for 
having  a  government  in  the  first  place.   In  the  United  States,  the 
Department  of  Justice  is  responsible  for  investigating  and  prose- 
cuting crimes  and  administering  court-imposed  penalties.   The 
Department  faces  a  number  of  challenges  in  meeting  its  responsi- 
bilities, some  of  which  were  highlighted  in  our  1988  transition 
reports . 

--As  we  noted  four  years  ago,  successful  accomplishment  of  the 
Department's  mission  is  complicated  by  its  highly  decentral- 
ized' operations  and  the  independence  afforded  its  agencies 
and  offices.   Strengthened  central  management  systems  would 
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permit  the  Attorney  General  to  establish,  communicate,  coor- 
dinate, and  oversee  national  goals  and  priorities. 

--  Despite  increased  resources  for  investigating  white  collar 
crime,  the  effectiveness  of  this  effort  is  not  yet  adequate, 
in  part  because  of  the  decentralized  Department  and  diffu- 
sion of  responsibility,  authority  and  resources  between 
Justice  and  other  agencies. 

--  Persistent  management  problems  in  the  Immigration  and 

Naturalization  Service  compound  the  difficulty  of  dealing 
with  complex  and  sensitive  issues  related  to  enforcement  of 
the  immigration  laws. 

—  The  growing  prison  population  requires  the  federal  correc- 
tions system  to  find  less  costly  ways  of  ensuring  deterrence 
and  public  safety,  while  providing  humane  care  together  with 
services  that  will  equip  inmates  to  be  law-abiding  citizens 
upon  release. 

--  The  nation's  drug  problem  persists  despite  the  creation  of  a 
drug  "czar"  and  the  billions  of  dollars  spent  in  the  drug 
war,  primarily  to  suppress  the  supply  of  illegal  drugs. 
At  present,  there  is  little  basis  for  judging  the  efficiency 
and  effectiveness  of  various  strategies. 

Changing  the  Way  the  Government  Manages 

The  state  of  management  in  the  federal  government  is  not  good.   It 
is  hindered  by  a  too  rigid  adherence  to  principles,  structures, 
and  processes  that  may  have  worked  well  in  the  past  but  do  not 
currently  allow  the  government  to  respond  quickly  and  effectively 
to  a  rapidly  changing  world. 

Incremental  improvements  have  occurred,  but  time  and  again  over 
the  past  decade  our  management  reviews  of  large  agencies  and 
departments  have  shown  that  the  processes  and  systems  essential 
for  a  well-run  organization  are  not  present.   Agencies  have  not 
created  a  strategic  vision  of  their  futures,  most  lack  good 
systems  to  collect  and  use  financial  and  program  information  to 
gauge  operational  success  and  maintain  accountability,  and  many  do 
not  have  the  right  people  with  the  necessary  skills  to  accomplish 
their  missions. 

Over  the  past  decade,  many  private  sector  organizations  recognized 
that  they  would  have  to  change  their  cultures  and  processes  to 
survive  in  a  rapidly  changing  world.   The  trends  are  toward  decen- 
tralized authority,  flatter  organizational  structures,  increased 
employee  involvement  and  control  over  their  workplaces,  and  a 
greater  focus  on  the  needs  of  the  customer.   These  changes  have 
yielded  better  quality  and  quicker  response  to  customer  needs. 

The  U.S.    government  is  not  alone  in  facing  major  management  prob- 
lems.  Countries  such  as  Australia,  the  United  Kingdom,  Canada, 
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New  Zealand,  and  Sweden  began  trying  to  create  a  more  results - 
oriented  public  sector  management  environment  in  the  mid-1980s. 
Some  state  governments --such  as  Florida,  Minnesota,  Oregon,  and 
Texas--have  recently  begun  to  do  the  same.   While  these  efforts 
may  not  all  have  succeeded,  they  offer  valuable  lessons  to  us. 

Each  of  these  governments  sought  to  change  the  incentives  for 
individual  managers  and  the  organizational  culture  across  the 
entire  public  service.   The  common  emphasis  was  a  focus  on 
results,  created  by  introducing  quasi-market  mechanisms  and 
incentives  similar  to  those  in  the  private  sector. 

In  the  federal  government,  many  policymakers  and  managers  have 
been  working  hard  to  improve  the  basic  systems  necessary  to  over- 
come federal  agency  management  problems.   But  we  have  not  made 
enough  progress  in  changing  the  culture  and  incentives  to  create  a 
results-oriented  environment.   Doing  this  will  not  be  easy  or 
quick,  but  progress  can  be  made  in  a  three-part  framework  of  clar- 
ifying accountability,  emphasizing  a  long  term  focus,  and  realign- 
ing the  machinery  of  government. 

Clarifvinq  Accountability  and  Managing  for  Results 

Agencies  must  begin  to  develop  long-term  strategies  with  clear 
measures  of  intended  results.   To  do  so,  they  must  develop  reli- 
able financial  and  program  information  and  build  the  capacity  to 
evaluate  program  outcomes.   These  changes  will  create  the  founda- 
tion for  a  results-oriented  environment. 

Creating  a  Results-Oriented  Environment 

This  Committee  has  established  a  leadership  role  in  the  Congress 
in  creating  such  an  environment  by  its  recommendation  of 
legislation^  that  would  require  all  agencies  to  develop  strate- 
gic plans,  set  agreed-upon  goals  and  objectives,  and  measure  their 
progress  toward  those  goals.   The  legislation  also  would  allow 
pilot  agencies  to  test  whether  increased  managerial  flexibilities 
--such  as  exemption  from  certain  0MB  circular  requirements--are 
appropriate  incentives  for  encouraging  managers  to  focus  on  pro- 
grammatic results.   Action  on  this  type  of  legislation  should  be 
high  on  the  agenda  of  the  103rd  Congress. 

There  have  been  several  pilot  programs  in  various  federal  agencies 
to  create  a  more  results-oriented  environment.   For  example,  0MB 
and  the  Railroad  Retirement  Board  agreed  on  a  prototype  of  a  per- 
formance agreement  with  specific  measures  of  results  as  a  tool  for 
increasing  the  Board's  accountability.   And  the  Defense  Business 
Operations  Fund  is  attempting  to  reorient  DOD's  delivery  of  sup- 
port services  toward  a  greater  focus  on  customers  and  plans  to 
allocate  funds  based  on  performance. 

^      S.20,  "Government  Performance  and  Results  Act  of  1992," 
102nd  Congress,  cosponsored  by  Senators  William  V.  Roth, 
John  Glenn,  and  William  S.  Cohen. 
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other  small  scale  initiatives  are  underway  to  reduce  controls  in 
areas  such  as  human  resource  management,  procurement,  and  budget 
to  create  a  results-oriented  environment  in  several  agencies.   The 
proposed  legislation  would  foster  a  series  of  pilot  programs  in 
which  agencies  would  be  granted  waivers  from  central  management 
agency  regulations  but  not  from  statutory  provisions.   If  success- 
ful after  three  years,  agencies  would  be  allowed  permanent  waiv- 
ers.  We  believe  there  is  merit  in  such  a  flexible,  incremental 
approach. 

Managers  must  be  given  the  incentives  and  tools  to  create  a 
results-oriented  environment.   Lacking  them,  managers  focus  on 
complying  with  the  accountability  controls,  not  on  achieving  their 
agency's  overall  mission.   These  controls  extend  to  how  they  hire, 
promote,  and  reward;  a  rule-intensive  procurement  and  contracting 
maze;  and  rigid  fund  controls.   Like  the  financial  and  information 
technology  areas,  creating  a  consensus  for  change  will  be  impor- 
tant.  There  are  no  easy  answers.   It  will  be  important  for  all 
parties  to  have  the  willingness  and  flexibility  to  experiment  with 
di  f  f erent  approaches . 

Financial  and  Program  Information 

Reliable  financial  and  program  data  are  a  prerequisite  for  a 
results-oriented  environment.   A  central  first  step  is  effective 
implementation  of  the  CFO  Act.   This  provides  a  blueprint  for 
improving  financial  accountability  for  results  by  requiring  the 
development  of  needed  systems,  hiring  of  qualified  staff,  and 
linking  of  accounting  and  budgeting  information. 

Concerted  action  is  required  by  both  the  executive  and  legislative 
branches  to  ensure  that  good  financial  management  becomes  a  reali- 
ty.  This  will  entail 

--  strong  leadership  and  commitment  to  financial  management 
within  the  agencies  and  0MB,  backed  by  a  mandate  from  the 
President; 

--  improving  the  accuracy  of  data  and  the  soundness  of  internal 
controls  in  agencies; 

expanding  financial  auditing  in  agencies; 

--  strengthening  the  qualifications  of  financial  management 
personnel; 

--  re-engineering  the  government's  financial  management  pro- 
cesses to  integrate  accounting,  budgeting,  and  program 
activities  and  information;  and 

--  developing  useful  and  relevant  financial  reports  that  empha- 
size accountability  and  operating  performance. 
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Likewise,  a  commitment  by  both  the  executive  and  legislative 
branches  to  improving  the  management  of  information  technology  is 
crucial.   Agencies  need  to  adopt  a  management  philosophy  that 
emphasizes  the  continuous  stream  of  business  processes,  which 
should  precede  the  development  and  acquisition  of  automated  sys- 
tems.  This  implies  the  appointment  of  top-level  executives  who 
are  familiar  with  the  uses  of  information  technology  in  simpli- 
fying business  practices  and  who  can  devote  full  attention  to  this 
issue. 

Even  though  agency  budgets  are  tight,  the  information  management 
function  must  be  supported  with  adequate  staff  resources  and  mod- 
ernized employment  policies.   The  potential  long-term  payoffs  for 
an  agency  make  this  a  key  area  for  added  investments.   In  addi- 
tion, given  the  existing  constraints  in  the  budget  and  acquisition 
processes,  experimentation  may  be  appropriate  to  develop  a  broad- 
based  agreement  on  new  management  models  needed  to  build  an 
effective  information  technology  infrastructure  in  the  agencies. 

Program  Evaluation 

The  consequences  of  the  continuing  decline  in  the  capacity  for 
effective  program  evaluation  in  the  executive  branch  are  great. 
Agencies  lack  information  on  the  effectiveness  of  their  programs, 
lack  data  on  the  targeting  and  outreach  of  their  programs,  and 
need  to  improve  their  capacity  to  make  sound  decisions  on  the  use 
of  data  for  policy-making. 

Some  promising  initiatives  do  exist.   For  example,  0PM  and  the 
Merit  Systems  Protection  Board  have  instituted  potentially  useful 
evaluation  programs  for  measuring  the  quality  of  people  recruited 
and  retained  in  a  number  of  key  government  occupations.   Unless 
there  is  a  greater  commitment  to  the  conduct  of  rigorous  program 
evaluations,  it  will  be  difficult  for  political  leaders  and  agency 
managers  to  understand  the  results  of  policy  initiatives,  an 
essential  component  in  a  results-oriented  environment. 

Emphasize  a  Long-Term  Focus 

A  fundamental  cause  of  inaction  in  addressing  long-term  management 
problems  is  the  short-term  attitudes  created  by  the  process  by 
which  we  choose  key  leaders,  the  budget  process,  and 
underinvestment  in  the  public  service. 

Choosing  Leaders 

Leadership  issues  need  to  move  to  the  forefront,  and  continuity  is 
important.   The  right  environment  can  be  created  by 

—  ensuring  that  people  with  the  appropriate  skills  and  experi- 
ence are  selected  for  top  management  positions.   This 
includes  the  deputy  director  for  management  and  the 
controller  in  0MB,  the  deputy  secretaries  responsible  for 
overall  management  of  cabinet  departments,  and  the  chief 
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financial  officers  and  senior  information  management 
officials  in  government  agencies.   The  Senate,  through  its 
confirmation  process,  has  a  vital  role  to  play  in  ensuring 
the  qualifications  of  people  for  such  positions. 

—  ensuring  that  these  people  will  make  a  sustained  commitment 
to  addressing  long-term  management  problems  in  addition  to 
focusing  on  policy  issues.   This  includes  encouraging  them 
to  stay  in  office  for  longer  periods  and  providing  for  good 
succession  planning,  when  needed. 

—  continuing  improvements  already  underway,  such  as  support 
for  staffing  0MB 's  management  function,  effectively  imple- 
menting the  CFO  Act  in  the  agencies,  and  continuing  the 
development  of  strategic  plans  in  departments  and  agencies. 
Congress  plays  a  critical  role  in  these  efforts  through  its 
oversight  activities  and  by  ensuring  that  funds  are 
available  to  carry  them  out. 

As  a  general  matter,  accountability  of  top  political  appointees 
has  been  a  concern.   In  other  countries,  there  are  fewer  political 
appointees  in  the  upper  levels  of  government  and  these  governments 
have  begun  to  use  individual  and  organizational  performance  agree- 
ments to  clarify  accountability  and  responsibility.   While  this 
approach  may  not  be  directly  transferable  to  the  United  States, 
the  President  and  the  director  of  0MB  should  consider  using  the 
concept  of  written  organizational  performance  agreements  between 
department  and  agency  heads  to  better  define  and  clarify  missions 
and  intended  results,  and  the  ways  in  which  improvement  will  be 
measured. 

Budget  Process 

The  way  the  government  manages  relates  to  the  way  it  budgets. 
Thus  the  effort  to  create  a  longer  term  management  focus  should 
include  a  reassessment  of  the  budget  process,  including  the 
following: 

--  Make  increased  use  of  accrual  concepts,  where  appropriate, 
to  heighten  the  recognition  of  short  term  actions  that 
entail  long-term  costs.   The  current,  predominantly  cash- 
based  budget  fosters  a  short-term  attitude.   But  change  is 
possible,  if  it  is  carefully  thought  through.   For  example, 
the  Federal  Credit  Reform  Act  of  1990  altered  the  budget 
treatment  of  direct  and  guaranteed  loan  programs  to 
recognize  long-term  subsidy  costs. 

--  Highlight  the  differences  between  spending  that  contributes 
to  long-term  economic  growth  and  spending  for  current  con- 
sumption.  Decisionmakers  need  to  focus  on  these  differences 
when  making  budget  choices,  but  that  information  is  not 
emphasized  in  the  present  budget  process.   In  addition,  more 
reliable  information  on  rates  of  return  is  needed  as  a  basis 
for  choosing  among  alternative  types  of  investment  programs. 
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--  Emphasize  the  likely  results  of  choices  that  are  made  among 
competing  objectives.   Considerable  performance  information 
is  provided  in  agency  budget  justifications,  but  stronger 
links  are  needed  between  the  reported  performance,  agency 
missions,  and  proposed  spending  levels.   Pilot  projects, 
such  as  those  that  would  have  been  authorized  by  S.20,  could 
be  helpful  in  developing  those  links. 

The  Public  Service 

Human  resource  issues  need  to  be  dealt  with  seriously  if  the  pub- 
lic service  is  to  provide  the  leadership  necessary  to  address  the 
government's  management  problems.   These  would  include  both  finan- 
cial investments,  such  as  greater  attention  to  the  training  needs 
of  employees,  as  well  as  other  employee-related  issues  such  as 

--  restoring  a  positive  public  image  for  the  public  service  to 
rebuild  the  public's  confidence  in  government  and  to  make 
the  public  service  an  attractive  career  choice; 

--  modernizing  the  government's  employment  policies  to  recog- 
nize and  accommodate  the  dramatic  demographic  changes-- 
especially  the  growth  in  the  number  of  women  employees--that 
have  occurred  in  the  workforce; 

--  enhancing  the  government's  ability  to  effectively  manage  the 
workforce  by  giving  agencies  more  flexibility  in  managing 
employee  performance;  and 

--  ensuring  full  implementation  of  the  Pay  Reform  Act  of  1990 
to  help  make  the  government  a  more  attractive  employer  and 
to  enhance  agencies'  abilities  to  recruit  and  retain  high 
quality  employees. 

Realign  the  Machinery  of  Government 

The  appropriate  roles  of  the  central  management  agencies  should  be 
reassessed  and  the  organization  structures  of  individual  agencies 
should  be  reevaluated. 

Central  Management  Agencies 

In  recent  years,  the  central  management  agencies--OMB,  GSA,  and 
OPM--have  begun  a  gradual  shift  from  being  control-oriented  to 
helping  agencies  take  the  lead  in  a  series  of  areas.   This  trend 
should  be  encouraged  and  accelerated. 

Decreasing  central  management  controls  and  giving  line  managers 
the  authority  to  act  within  an  overall  framework  of  results- 
oriented  objectives  has  been  a  trend  in  private  corporations, 
states,  and  other  countries  over  the  past  decade.   Some  have  con- 
sciously set  out  to  devolve  certain  functions  traditionally  held 
by  central  agencies  to  line  agency  management.   For  example,  they 
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have  broadened  the  authority  of  agencies  to  classify  positions, 
recruit  staff,  acquire  office  space,  and  determine  the  rate  at 
which  appropriations  will  be  drawn  down.   In  the  other  governments 
we  studied,  this  seemed  to  provide  managers  the  incentive  to  focus 
on  results,  rather  than  on  compliance  with  regulatory  constraints. 

In  the  last  decade,  the  federal  government's  central  management 
agencies  have  begun  to  serve  a  support  role  and  to  delegate  more 
authority.   Credit  for  this  is  partly  attributable  to  creation  of 
the  0MB  deputy  director  for  management.   The  0MB  management  staff 
has  increased  its  emphasis  on  assisting  agencies,  rather  than 
instructing  them  on  how  to  resolve  their  problems. 

The  increased  willingness  to  delegate  authority  is  partly  attrib- 
utable also  to  0MB 's  support  of  the  Total  Quality  Management  move- 
ment and  to  its  related  efforts  to  promote  the  development  and  use 
of  performance  measures.   These  are  creating  an  environment  in 
which  central  management  agencies  can  focus  on  more  on  results  and 
less  on  controlling  the  use  of  resource  inputs.   Thus  it  is  impor- 
tant that  the  momentum  behind  TQM  and  performance  measurement  not 
be  lost  as  new  leaders  take  over  these  agencies  in  early  1993. 

Similarly,  the  Pay  Reform  Act  of  1990  gave  agencies  a  wider  range 
of  tools  to  pay  and  reward  staff,  and  GSA  has  delegated  limited 
authority  to  agencies  to  manage  their  properties.   GSA  and  0PM 
should  be  encouraged  to  continue  these  efforts  to  broaden  agen- 
cies' authority  to  act  and  to  identify  opportunities  to  expand 
these  efforts.   Our  transition  report  on  General  Services  Issues 
emphasizes  the  directions  GSA  might  take  to  become  more  of  a  poli- 
cy agency  and  less  of  a  direct  service  provider. 

Agency  Structures 

Organizational  structure  creates  the  environment  in  which  agency 
managers  must  operate.   These  structures  should  be  reexamined  to 
see  if  they  impede  a  results  orientation.   We  have  traced  major 
management  problems  in  some  agencies,  such  as  the  Customs  Service 
and  the  departments  of  Agriculture  and  Veterans  Affairs,  to  obso- 
lete structures.   For  example,  the  client  base  and  responsibili- 
ties of  Agriculture  have  changed  radically  over  the  past  60  years, 
but  its  field  structure  has  not.   As  a  result,  there  are  numerous 
underused  field  offices  that  could  be  consolidated  with  annual 
savings  exceeding  $100  million. 

But  the  need  to  address  organizational  issues  does  not  lie  solely 
in  the  agencies.   For  example,  the  jurisdictions  of  some  congres- 
sional committees  overlap  and  impose  conflicting  priorities  within 
agencies.   A  recently  created  joint  congressional  study  committee 
has  been  chartered  to  examine,  among  other  things,  the  scope  of 
committee  jurisdictions.   Likewise,  in  the  executive  branch,  there 
are  organizational  structure  issues  related  to  duplication  of 
effort  in  areas  such  as  competitiveness,  the  drug  war,  and  law 
enforcement.   Several  reorganization  bills  or  study  commissions 
were  proposed  in  the  102nd  Congress,  but  no  action  was  taken. 
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Restructuring  efforts  need  to  be  rejuvenated  to  better  align 
government  resources  to  the  accomplishment  of  specific  missions. 

Conclusion 

Mr.  Chairman,  as  the  length  of  this  statement  attests,  we  face  an 
awesome  number  and  variety  of  challenges  in  the  years  ahead.   It 
would  be  naive  to  think  that  these  problems  and  issues --some  of 
which  have  been  decades  in  the  making--could  be  dealt  with  over- 
night.  If  the  problems  were  easy,  they  would  have  been  solved  be- 
fore now;  if  the  issues  were  simple,  there  would  be  no  controversy 
about  how  to  resolve  them.   Dealing  with  these  challenges  will 
take  all  the  best  efforts  of  everyone,  from  line  managers  to 
political  officials,  to  the  President,  to  legislators  on  both 
sides  of  the  aisle  in  both  houses  of  the  Congress. 

Despite  the  magnitude  of  the  task,  I  am  optimistic  about  the  pros- 
pects for  progress.   Some  wise  person  has  said  that  a  problem  is 
only  an  opportunity  in  disguise.   And  the  federal  government  has 
plenty  of  people  with  the  talent  and  desire  to  seek  out  and  take 
advantage  of  those  opportunities.   Let  me  cite  one  example  that  is 
close  to  my  heart.  Total  Quality  Management.   When  we  first  intro- 
duced the  idea  of  TQM  in  GAO,  it  was  greeted  with  a  substantial 
degree  of  skepticism.   Today,  however,  it  is  rapidly  becoming  a 
central  factor  in  the  way  we  manage  the  agency.   As  it  becomes 
even  more  deeply  imbedded  in  the  way  we  think  about  our  jobs,  I  am 
confident  that  it  will  help  us  build  an  even  better  organization-- 
more  efficient  and  more  ef fective--to  serve  the  needs  of  Congress 
and  the  American  people  in  the  future. 

The  attitudes  of  dedication  to  the  public  service  and  commitment 
to  the  public  good  that  will  allow  us  to  succeed  with  TQM  in  GAO 
can  be  found  throughout  government.   It  is  this  which  makes  me 
confident  that,  in  the  final  analysis,  no  problem  is  too  big  to  be 
overcome . 

That  completes  my  prepared  statement.   My  colleagues  and  I  would 
be  pleased  to  respond  to  questions . 
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ATTACHMENT  1 
TRANSITION  SERIES  REPORTS 


ECONOMICS : 

Budget  Issues 
Investment 

MANAGEMENT ; 

Government  Management  Issues 
Financial  Management  Issues 
Information  Management  and 

Technology  Issues 
Program  Evaluation  Issues 
The  Public  Service 

PROGRAM  AREAS; 

Health  Care  Reform 
National  Security  Issues 
Financial  Services 

Industry  Issues 
International  Trade  Issues 
Commerce  Issues 
Energy  Issues 
Transportation  Issues 
Food  and  Agriculture  Issues 
Environmental  Protection  Issues 
Natural  Resources 

Management  Issues 
Education  Issues 
Labor  Issues 
Health  and  Human 

Services  Issues 
Veterans  Affairs  Issues 
Housing  and  Community 

Development  Issues 
Justice  Issues 

Internal  Revenue  Service  Issues 
Foreign  Economic 

Assistance  Issues 
Foreign  Affairs  Issues 
NASA  Issues 
General  Services  Issues 


(GAO/OCG-93-1TR) 
(GAO/OCG-93-2TR) 


(GAO/OCG-93-3TR) 
(GAO/OCG-93-4TR) 

(GAO/OCG-93-5TR) 
(GAO/OCG-9  3-6TR) 
(GAO/OCG-93-7TR) 


(GAO/OCG-93-8TR) 
(GAO/OCG-93-9TR) 

(GAO/OCG-93-10TR) 
(GAO/OCG-93-11TR) 
(GAO/OCG-93-12TR) 
(GAO/OCG-93-13TR) 
(GAO/OCG-93-14TR) 
(GAO/OCG-93-15TR) 
(GAO/OCG-93-16TR) 

(GAO/OCG-93-17TR) 
(GAO/OCG-93-18TR) 
(GAO/OCG-93-19TR) 

(GAO/OCG-93-20TR) 
(GAO/OCG-93-21TR) 

(GAO/OCG-9  3-22TR) 
(GAO/OCG-93-23TR) 
(GAO/OCG-93-24TR) 

(GAO/OCG-93-25TR) 
(GAO/OCG-93-26TR) 
(GAO/OCG-93-27TR) 
(GAO/OCG-93-28TR) 
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Mr.  Chairman  and  Members  of  the  Committee: 

I  cim  pleased  to  be  here  today  to  discuss  our  high-risk  series  of 
reports — the  second  series  of  special  reports  we  have  released  this 
week.   The  series  focuses  on  the  federal  government's  efforts  to 
identify  and  correct  problems  in  17  areas  that  we  identified  as 
especially  vulnerable  to  waste,  fraud,  abuse,  and  mismanagement. 
It  summarizes  the  results  of  congressional,  federal  agency,  and  our 
efforts  over  the  3  years  since  we  announced  the  implementation  of 
our  high-risk  program  before  this  Committee.   I  would  like  to 
commend  you,  Mr.  Chairman,  and  the  members  of  this  Committee  for 
your  continued  support  and  efforts  in  helping  to  strengthen  federal 
programs  and  in  helping  us  make  this  effort  a  success. 

In  my  testimony  on  our  transition  series,  I  pointed  out  that  the 
state  of  management  in  the  federal  government  is  not  good.   Too 
many  principles,  structures,  and  processes  that  may  have  worked 
well  years  ago  no  longer  allow  the  government  to  respond  quickly 
and  effectively  to  a  rapidly  changing  world. 

For  too  long,  progress  in  changing  this  situation  has  been  slow. 
Incremental  improvements  have  occurred.   But  time  and  again  over 
the  past  decade,  our  management  reviews  of  large  federal  agencies 
and  departments  have  shown  that  the  processes  and  systems 
fundcimental  to  a  well-run  organization  are  often  not  present.   Most 
agencies  have  not  created  a  strategic  vision  for  the  future,  most 
lack  good  systems  to  collect  and  use  financial  and  program 
information  to  gauge  operational  success  and  accountability,  and 
many  do  not  have  people  with  the  necessary  skills  to  accomplish 
their  missions. 

These  elements  are  essential  for  any  organization  to  succeed.   But 
they  usually  do  not  command  the  attention  of  senior  political 
officials  coming  into  the  government.   After  all,  these  elements  do 
not  appear  to  be  directly  related  to  the  development  of  an 
administration's  policies  or  programs  and,  therefore,  do  not  seem 
important  to  achieve  a  political  agenda.   However,  many  of  our 
audit  reports  demonstrate  the  effects  of  leaders'  inattention  to 
these  elements--waste,  inefficiency,  and  even  scandal.   Political 
leaders  then  have  to  spend  too  much  time  and  energy  reacting  to 
surprises  resulting  from  management  failures  rather  than  pursuing 
the  mission  of  their  agencies  and  their  policy  agenda. 

We  started  our  high-risk  program  to  identify  those  high  dollar 
programs  that  are  particularly  vulnerable  to  fraud,  waste,  abuse, 
and  mismanagement.   These  programs  involve  tens  of  billions  of 
dollars.   Our  focus  was  on  finding  the  root  causes  of  program 
vulnerabilities  and  on  directing  management  attention  to  these 
issues . 

As  you  will  hear  this  morning,  many  of  the  causes  go  back  to  the 
lack  of  fundamental  processes  and  systems.   Correcting  the  problems 


94 


will  require  a  long-term  effort  and  top  management  attention  and 
support.   We  are  recommending  that  the  Congress  provide  the 
necessary  focus  and  attention  by  conducting  annual  oversight 
hearings.   Among  other  things,  this  oversight  process  should  focus 
on  the  reports  and  audited  financial  statements  required  by  the 
Chief  Financial  Officers  Act,  agency  management's  progress  in 
correcting  material  weaknesses  in  program  internal  control  and 
accounting  systems,  and  federal  agency  efforts  to  develop  and 
implement  performance  standards  against  which  their  efficiency  and 
effectiveness  can  be  measured. 

THE  GOVERNMENT  HAS  A  HISTORY  OF  INEFFICIENT 
AND  INEFFECTIVE  PROGRAM  MANAGEMENT 

The  Department  of  Housing  and  Urban  Development  (HUD)  scandal  of 
1989  rocked  the  government  and  further  shattered  taxpayer 
confidence  in  the  government's  ability  to  effectively  manage  its 
programs  and  safeguard  and  account  for  program  assets.   After 
3  years  and  despite  publicity  and  actions  by  the  Congress  and  top- 
level  agency  officials,  HUD  is  still  vulnerable  to  major  losses. 
In  fact,  a  recent  inspector  general  report  cautions  that  "despite 
all  of  these  collective  efforts  and  momentum  in  reforming 
Departmental  programs  and  operations,  another  HUD  scandal  is  a 
distinct  possibility  unless  the  Department  has  sufficient  resources 
to  carry  out  its  formidable  mandate." 

I  believe  the  HUD  scandal  of  the  1980s  is  an  example  of  what  can  go 
wrong  when  management  disregards  its  responsibilities  and  other 
oversight  mechanisms  do  not  work  as  expected.   However,  history 
shows  that  pervasive  problems  that  cost  the  taxpayer  billions  of 
dollars  exist  across  the  spectrum  of  federal  activities  and  that 
federal  efforts  to  eliminate  these  problems,  including  legislative 
mandates,  have  generally  fallen  short  of  their  expectations. 

For  example,  the  Congress  passed  the  Federal  Managers'  Financial 
Integrity  Act  in  September  1982  in  an  attempt  to  strengthen 
internal  control  and  accounting  systems  throughout  the  federal 
government  and  to  reduce  fraud,  waste,  abuse,  and  misappropriation 
of  federal  funds.   This  legislation  requires  all  executive  agencies 
to  prepare  annual  reports  to  the  President  and  the  Congress  on  the 
condition  of  internal  control  and  accounting  systems  throughout 
their  organizations.   During  the  next  10  years,  federal  agencies 
identified  thousands  of  material  internal  control  weaknesses  and 
developed  and  implemented  plans  to  correct  these  weaknesses . 
However,  new  problems  continue  to  emerge  and  overall  progress,  in 
my  judgement,  has  been  slight. 

When  we  started  our  high-risk  program  in  November  1989,  we  reported 
that  the  government's  efforts  to  strengthen  its  programs  and 
implement  the  Financial  Integrity  Act  had  not  produced  the  results 
intended  by  the  Congress.   It  was  evident  that 
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—  the  government  did  not  have  the  internal  control  and  accounting 
systems  necessary  to  effectively  operate  many  of  its  programs 
and  safeguard  its  assets; 

—  many  of  the  weaknesses  were  long-standing  and  had  resulted  in 
billions  of  dollars  of  losses  and  wasteful  spending; 

—  the  public  perceived  the  federal  government  to  be  poorly 
managed,  with  little  or  no  control  over  its  activities;  and 

—  top-level  officials  needed  to  provide  leadership  if  this 
situation  was  to  ever  change. 

The  situation  is  much  the  same  today.   Our  high-risk  series  of 
reports  focuses  on  the  fundamental  causes  of  existing  problems; 
progress  made  in  correcting  them;  and  actions  the  Congress,  the 
administration,  and  agency  officials  need  to  take  to  ensure  more 
efficient  and  effective  program  operation.   In  many  cases,  major 
problems  persist  and  the  danger  remains  for  losses  of  billions  of 
dollars.   These  reports  also  show  that  progress  has  begun  in  some 
cases  and  that,  in  limited  areas,  really  significant  progress  has 
been  made.   For  example,  when  the  Federal  Deposit  Insurance 
Corporation  Improvement  Act,  passed  in  December  1991,  is  fully 
implemented,  it  will  help  correct  fundamental  weaknesses  in  the 
deposit  insurance  system  by  addressing  accounting,  corporate 
governance,  and  regulatory  problems. 

IMPLEMENTATION  OF  OUR  HIGH-RISK  PROGRAM 

Despite  our  hopes  that  the  Financial  Integrity  Act  would  be 
successfully  implemented  and  that  agencies  would  act  on 
recommendations  in  inspector  general  and  our  audit  reports  to 
strengthen  their  programs,  we  had  to  face  reality.   Agency  problems 
were  not  getting  fixed.   To  address  this  situation,  we  and  the 
Office  of  Management  and  Budget  (0MB)  initiated  more  focused 
efforts  to  bring  greater  attention  to  selected  areas  and  to  the 
government's  actions  to  correct  problems  within  those  areas. 

To  do  this,  we  developed  a  high-risk  program  with  three  purposes. 
First,  based  on  our  audit  experience  and  the  magnitude  of  potential 
dollar  losses,  we  wanted  to  identify  areas  highly  vulnerable  to 
fraud,  waste,  abuse,  and  mismanagement.   Second,  in  concert  with 
the  agencies  and  the  inspectors  general,  we  wanted  to  identify 
actions  to  correct  the  problems.   Finally,  we  wanted  to  conduct 
in-depth  audits  and  undertake  an  ongoing  monitoring  of  the 
high-risk  areas  to  include  a  review  of  progress  reports;  followup 
with  agency  personnel;  and  notification  of  the  Congress  when 
corrective  actions  appeared  to  be  ineffective,  ran  seriously  behind 
schedule,  needed  to  be  revised  significantly,  or  required 
additional  resources  to  be  carried  out  effectively  and 
expeditiously. 
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OMB's  high-risk  program  encompasses  many  more  areas  than  ours-- 106 
initially  in  1989  and  99  in  January  1992.   This  program  provides  a 
much  needed  focus  and  emphasis  by  top  level  officials  in  federal 
agencies.   Although  0MB  staff  limitations  have  prevented  intensive 
concentration  on  the  problems,  there  have  been  some  successes. 
Focus  on  high-risk  areas  in  the  President's  budget  has  also  helped. 

SUMMARY  FINDINGS  IN  HIGH-RISK  AREAS 

For  discussion  purposes,  we  have  categorized  our  17  high-risk  areas 
into  three  general  issue  areas--lending  and  insuring,  contracting, 
and  accountability.   It  is  important  to  mention  at  this  point  that 
correcting  the  problems  requires  not  only  fixing  agency  internal 
control  systems  but  also  improving  federal  oversight  of  nonfederal 
organizations,  including  defense  contractors  and  banks  and  other 
financial  institutions.   Experience  has  shown  that  these 
organizations  often  suffer  weak  internal  controls. 

Lending  and  Insuring  Issues 

The  federal  government  is  a  major  insurer,  lender,  and  guarantor 
through  a  wide  range  of  programs  designed  to  provide  opportunities 
for  personal  and  business  advancement  and  to  help  safeguard  certain 
assets.   Poor  program  oversight  and  structural  inefficiencies, 
reliance  on  others  to  perform  key  program  activities,  the  lack  of 
financial  and  other  management  controls,  and  congressionally 
imposed  constraints  combine  to  make  these  programs  highly 
vulnerable  to  fraud,  waste,  abuse,  and  mismanagement.   Furthermore, 
these  factors  have  caused  billions  of  dollars  in  losses  and 
threaten  added  losses  if  problems  are  not  corrected. 

The  following  six  areas  fall  into  this  category: 

--  Farmers  Home  Administration's  Farm  Loan  Programs, 

—  Guaranteed  Student  Loans, 
--  the  Bank  Insurance  Fund, 

--  the  Resolution  Trust  Corporation, 

—  the  Pension  Benefit  Guaranty  Corporation,  and 
--  Medicare  claims. 

The  Farmers  Home  Administration's  (FmHA)  Farm  Loan  and  the 
Guaranteed  Student  Loan  (GSL)  programs  have  incurred  billions  of 
dollars  of  loan  losses. 

Farmers  Home  Administration's  Farm  Loan  Programs.  Marred  by 
high  default  rates,  FmHA's  loan  program  has  reduced  or  forgiven 
delinquent  debt  totaling  about  $7.6  billion  in  recent  years.   FmHA 
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and  the  Congress  share  responsibility  for  many  of  FmHA's  problems. 
Although  some  contributing  factors--such  as  the  general  decline  of 
the  agricultural  economy  in  the  1980s--have  been  beyond  the  control 
of  FmHA  or  the  Congress,  two  major  factors  do  lie  within  their 
authority.   First,  FmHA  field  office  lending  officials  often  fail 
to  follow  the  agency's  own  standards  for  making  loans,  servicing 
loans,  and  managing  property.   Second,  FmHA  loan-management  and 
property-management  policies--some  of  which  are  congressionally 
directed--do  not  adequately  protect  taxpayers'  interests.   For 
example,  these  policies  allow  borrowers  who  have  defaulted  on  past 
FmHA  loans  to  obtain  new  ones . 

Guaranteed  Student  Loans .   While  the  GSL  program  has  generally 
succeeded  in  providing  access  to  money  for  education,  it  has  been 
less  successful  in  protecting  taxpayers'  financial  interests.   In 
1991,  the  federal  government  paid  out  $3.6  billion  to  make  good  its 
guarantee  on  defaulted  student  loans,  thus  continuing  a  trend  of 
escalating  losses. 

These  losses  were  caused  by  several  factors.   First,  fundamental 
problems  exist  in  the  student  loan  program's  structure  and 
management.   In  part,  these  stem  from  the  tension  between  the 
conflicting  goals  of  providing  steadily  increasing  loan  funds  so 
that  students  can  meet  rising  education  costs  and  of  minimizing 
costs  to  taxpayers.   Over  the  years,  the  Congress  and  the 
Department  of  Education  have  tended  to  emphasize  access  to  loans  at 
the  expense  of  protecting  taxpayer  interests.   Many  schools, 
lenders,  and  guaranty  agencies  have  little  or  no  incentive  to 
prevent  defaults.   Each  type  of  entity  benefits  from  the  loans  that 
are  made  but  generally  bears  no  financial  risk.   Nearly  all  risk 
falls  to  the  federal  government,  whose  only  recourse  is  to  pursue 
recovery  from  student  borrowers.   Second,  the  Department  of 
Education  has  failed  to  weed  out  some  schools  that  collect  tuition 
payments  and  provide  marginal  instruction.   Finally,  Education's 
records  had  been  inaccurate  and  incomplete,  it  had  conducted  little 
oversight  of  lenders  and  guaranty  agencies,  and  it  had  inadequately 
trained  and  organized  program  staff. 

Bank  Insurance  Fund.   Because  of  an  upsurge  in  bank  failures, 
the  Bank  Insurance  Fund  lost  more  than  $25  billion  in  4  years.   As 
of  December  1991,  the  Fund  was  $7  billion  in  the  red.   Between  1987 
and  1991,  882  banks  with  assets  totaling  $151  billion  failed. 

Weak  internal  controls,  flawed  corporate  governance  systems,  and 
lax  regulatory  supervision  put  both  the  banks  and  the  Fund  at  risk. 
Meanwhile,  flexible  accounting  standards  contributed  to  the  problem 
by  enabling  weak  institutions  to  hide  the  extent  of  their  problems 
while  their  losses  grew.   Even  while  costs  to  the  Fund  mounted, 
neither  the  Congress  nor  the  administration  received  an  early 
warning  of  the  size  of  the  problem  from  the  federal  budgetary 
system.   Under  current  cash-based  budget  practices,  costs  to  the 
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deposit  insurance  system  are  already  incurred  by  the  time  their 
impact  on  the  budget  is  recognized. 

The  Federal  Deposit  Insurance  Corporation  Improvement  Act,  enacted 
in  December  1991,  contains  accounting,  corporate  governance,  and 
regulatory  reforms- -which  we  strongly  supported-.-designed  to 
correct  weaknesses  in  the  deposit  insurance  system.   Among  other 
measures,  the  act's  reforms  provide  for  the  timely  disclosure  of 
internal  control  weaknesses  and  violations  of  laws  and  regulations, 
independent  audit  committees,  and  capital  and  safety  and  soundness 
standards.   These  requirements  are  designed  to  strengthen  corporate 
governance  and  to  ensure  that  regulators  take  prompt  and 
appropriate  actions  to  correct  unsafe  banking  practices  and 
minimize  losses  to  the  Fund. 

Resolution  Trust  Corporation.   The  Resolution  Trust  Corporation 
(RTC)  has  received  widespread  publicity  since  its  inception  a  few 
years  ago.   It  has  discharged  some  of  its  resolution  and  asset 
sales  responsibilities  fairly  well.   However,  poor  planning  and 
execution  of  real  estate  disposition  strategies,  problems  with  the 
contracting  system,  and  inadequate  information  systems  have 
hampered  its  overall  performance.   Deficiencies  in  these  areas 
reduce  the  amount  of  money  RTC  recovers  through  asset  disposition 
and  increase  the  likelihood  that  taxpayers  will  need  to  cover 
additional  costs. 

Two  of  the  factors  contributing  to  RTC's  problems  are  outside  of 
its  control.   The  first  is  the  sheer  amount  of  taxpayer  funds 
involved  in  the  program  due  to  the  losses  associated  with  failed 
thrifts.   The  second  is  the  country's  economic  environment  in 
which,  during  the  past  3  years,  the  demand  for  whole  thrifts  has 
been  limited,  real  estate  markets  have  declined,  the  availability 
of  credit  to  finance  asset  purchases  has  been  uncertain,  and  the 
economy  as  a  whole  has  been  in  recession.   At  the  same  time,  RTC's 
inventory  is  becoming  increasingly  concentrated  in  assets  in  hard 
to  sell  categories. 

However,  RTC  has  experienced  significant  problems  in  handling 
matters  within  its  control,  including  its  approaches  to  asset 
disposition,  its  contracting  system,  and  its  asset  information 
systems.   For  example,  RTC  has  used  inefficient  and  inadequately 
planned  sales  approaches;  does  not  adequately  define  needed 
services,  the  scope  of  work,  and  the  types  of  contracts  that  could 
best  accomplish  these  ends;  and  has  difficulty  overseeing  the  tens 
of  thousands  of  contractors  who  manage  and  dispose  of  billions  of 
dollars  in  assets  on  its  behalf.   Further,  RTC  had  not  developed 
systems  to  provide  the  timely,  accurate,  and  complete  information 
needed  to  manage  and  evaluate  disposition  programs  and  oversee 
contractors.   While  RTC  has  taken  steps  to  correct  these  problems, 
much  work  remains . 
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In  addition  to  these  problems,  RTC's  efforts  have  been  hampered  by 
repeated  funding  disruptions.   RTC  has  run  out  of  funds  and  has  had 
to  stop  resolving  thrifts  three  times  since  it  was  established. 
Until  funds  are  provided,  thrifts  will  continue  to  post  millions  of 
dollars  in  losses  that  will  add  to  the  overall  cleanup  costs. 

Pension  Benefit  Guaranty  Corporation.   Another  area  that  could 
result  in  billions  of  dollars  in  costs  to  the  taxpayer  is  the 
Pension  Benefit  Guaranty  Corporation  (PBGC).   Its  problem  is  a 
large  and  growing  unfunded  deficit  that  threatens  the  insurance 
program's  long-term  financial  viability.   At  the  end  of  fiscal  year 
1991,  this  unfunded  def icit--which  had  been  accumulating  since 
PBGC's  inception  in  1974--stood  at  an  estimated  $2.3  billion.   By 
2001,  under  PBGC's  most  pessimistic  projection,  the  figure  could 
reach  $17.9  billion.   Its  financial  condition  has  worsened  because 
companies  that  have  been  allowed  to  underpay  their  plans  have 
subsequently  collapsed,  thereby  throwing  the  burden  of  paying 
employee  benefits  onto  PBGC. 

Two  features  in  the  design  of  the  pension  insurance  program  have 
made  it  hard  for  PBGC  to  control  the  risks  it  faces  due  to 
underfunded  pension  plans.   First,  the  Employee  Retirement  Income 
Security  Act's  minimum  funding  standards  do  not  ensure  that  pension 
plan  sponsors  will  contribute  enough  so  that,  if  the  plans 
terminate,  there  will  be  sufficient  assets  to  cover  all  the 
promised  benefits.   Second,  the  premiums  that  PBGC  charges  pension 
plans  do  not  fully  cover  the  risks  that  PBGC  assumes. 

In  addition,  PBGC  has  weaknesses  in  its  internal  control  and 
financial  systems.   These  weaknesses  include  the  lack  of  a  reliable 
method  for  estimating  its  liability  for  future  benefits;  serious 
problems  with  its  premium  reporting  and  collection  system;  and 
inadequate  efforts  to  identify  and  collect  delinquent  premiums, 
underpaid  premiums,  and  related  interest  and  penalties.   PBGC  has 
been  working  to  improve  its  internal  control  and  financial  systems, 
but  our  audit  of  its  1991  financial  statements  showed  that  they 
were  not  auditable.   PBGC  made  additional  progress  in  1992,  and  we 
are  currently  auditing  its  1992  financial  statements. 

Medicare  Claims .   In  recent  years,  the  Medicare  program  has  lost 
billions  of  dollars  to  waste,  fraud,  and  abuse.   In  1991,  the 
program  enrolled  about  35  million  beneficiaries,  processed  about 
600  million  claims,  and  paid  physicians  and  other  providers  over 
$110  billion  in  medical  benefits — about  15  percent  of  all  the  money 
spent  on  health  care  in  the  United  States.   The  Health  Care 
Financing  Administration  (HCFA),  which  administers  the  Medicare 
program,  relies  on  numerous  contractors  to  process  claims  and  to 
protect  program  funds  through  review  activities  called  payment 
"safeguards."   However,  HCFA's  inability  to  properly  manage 
contractors '  safeguard  activities  and  too  little  money  earmarked 
for  these  activities  have  left  Medicare  dollars  exposed  to  loss  and 
waste.   For  example,  we  found  that  contractors  paid  an  estimated 
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$2  billion  in  claims  that  should  have  been  paid  by  other  health 
insurers.   We  also  found  that  hospitals  owed  Medicare  over  $170 
million  in  overpayments,  but  contractors  had  done  little  to  recover 
the  money.   Moreover,  HCFA  was  unaware  of  contractor  inaction 
because  it  had  no  systems  to  monitor  this  information. 

Medicare  is  also  vulnerable  to  exploitation  for  other  reasons. 
These  include  (1)  payment  policies  that  permit  excessive 
reimbursement  rates  for  certain  services,  such  as  high-tech  and 
laboratory  services,  and  (2)  loose  controls  over  who  can  bill 
Medicare,  making  the  pursuit  of  fraudulent  providers  difficult. 

Contracting  Issues 

The  federal  government  spends  hundreds  of  billions  of  dollars 
annually  for  contracted  goods  and  services.   Our  high-risk  areas 
under  this  category  are 

--  defense  weapons  systems  acguisition, 

--  defense  contract  pricing, 

--  Department  of  Energy  contract  management, 

--  Super fund  program  management,  and 

--  NASA  contract  management. 

While  agencies  have  recognized  that  management  problems  have 
existed  in  these  areas  for  many  years,  the  development  and 
implementation  of  corrective  actions  has  been  slow  at  best  and  the 
effectiveness  of  these  actions,  disappointing.   Although  the 
missions,  programs,  and  activities  of  the  federal  agencies  in  which 
these  problems  exist  differ  greatly,  the  problems  share  several 
common  causes.   These  include  inefficient  oversight,  inadequate 
data  on  contractor/provider  operations,  and  contract  provisions 
that  restrict  the  government's  ability  to  manage  and  control 
contractor  activities  and  protect  the  government's  interests. 

Defense  Weapons  Systems  Acquisition.   The  underlying  cause  of 
the  persistent  and  fundamental  problems  in  the  Department  of 
Defense's  (DOD)  weapons  acquisition  process  is  a  culture  that 
depends  on  generating  and  supporting  new  weapons  acquisitions. 
This  culture  consists  of  the  underlying  assumptions,  beliefs, 
values,  attitudes,  and  expectations  shared  by  the  various 
components  of  DOD,  the  Congress,  and  industry.   It  provides 
powerful  incentives  and  interests  that  influence  and  motivate  the 
behaviors  of  these  participants  in  the  weapons  acquisition  process. 

Despite  many  efforts  to  reform  and  improve  DOD's  weapons 
acquisition  process  over  the  years,  a  number  of  fundamental 
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problems  persist.   All  too  often  we  have  found  the  following  types 
of  problems. 

—  The  weapons  systems  acquired  may  not  be  the  most  cost-efficient 
solution  to  the  mission  need.   While  the  military  services 
perform  considerable  analyses  to  justify  major  acquisitions, 
these  analyses  can  be  narrowly  focused  exercises  that  do  not 
fully  consider  alternative  solutions.   For  example,  in  reviewing 
DOD's  determination  of  weapons  system  requirements  for  its  close 
support  mission,  we  found  that  Air  Force  and  Army  analyses  of 
alternatives  to  satisfy  their  mission  needs  were  limited  to 
specific  types  of  weapons  within  their  purview.   The  analyses 
gave  little,  if  any,  consideration  to  the  contributions  of  other 
close  support  weapons,  especially  those  from  other  service 
branches . 

—  Overly  optimistic  weapons  system  cost  and  schedule  estimates 
lead  to  program  instability  and  cost  increases.   Cost  growth  and 
schedule  delays,  two  of  the  most  prevalent  acquisition  problems, 
are  among  the  oldest  and  most  visible  problems  associated  with 
weapons  systems .   Because  program  sponsors  want  to  keep  cost 
estimates  low  and  present  attractive  milestone  schedules,  they 
have  used  unreasonable  assumptions  about  the  pace  and  magnitude 
of  the  technical  effort,  material  costs,  production  rates, 
savings  from  competition,  and  other  factors.   As  a  result, 
program  cost  increases  on  the  order  of  20  to  40  percent  have 
become  common  for  major  weapons  programs. 

—  Programs  cannot  be  executed  as  planned  with  available  funds. 
DOD's  spending  plans  for  future  years  have  assumed  much  higher 
funding  levels  than  are  actually  obtained.   As  a  result,  program 
managers  make  development  and  production  plans  and  schedules 
based  on  funding  levels  that  ultimately  are  not  realized.   This 
leads  to  program  reductions,  delays,  and/or  stretchouts--adding 
millions  of  dollars  to  their  costs.   While  DOD  has  made  progress 
in  this  area  in  recent  years,  its  spending  plans  still  do  not 
keep  pace  with  the  rapid  changes  in  the  national  security 
environment. 

--  Program  acquisition  strategies  are  unreasonable  or  risky  at 
best.   The  acquisition  strategy  is  a  comprehensive  plan  of  how 
to  achieve  the  goals  and  objectives  of  the  weapons  system 
program  and  is  a  major  determinant  of  program  outcomes. 
However,  the  two  most  basic  demands  an  acquisition  strategy  must 
meet--developing  and  fielding  the  weapon  as  quickly  as  possible 
to  counter  the  threat  and,  at  the  same  time,  minimizing 
technical  and  cost  risks--are  inherently  conflicting.   For 
example,  a  strategy  that  optimizes  accelerated  fielding  will 
likely  accept  higher  risk  primarily  through  concurrent 
development  and  production  of  the  weapon  system.   Under  such  a 
strategy,  major  problems  are  more  likely  to  be  discovered  in 
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production,  when  it  is  either  too  late  or  very  costly  to  correct 
them. 

--  Too  much  is  spent  before  a  program  is  shown  to  be  suitable  for 
production  and  fielding.   Many  weapons  encounter  significant 
problems  on  the  production  line  and  in  the  field.   Although  DOD 
took  steps  during  the  1980s  to  place  increased  emphasis  on 
operational  suitability  considerations  during  the  acquisition 
process,  we  continue  to  witness  weapons  systems  that  are 
deployed  without  reliable  support  and  test  equipment  or  with 
design  problems  that  require  retrofits  and  modifications  to  make 
them  suitable  for  field  use.   The  Apache  helicopter  and  the 
Advanced  Medium  Range  Air-to-Air  missile  are  examples. 

Culture  is  not  the  cause  of  all  the  problems  in  weapons 
acquisitions.   Some  problems  can  be  attributed  to  basic  errors  in 
judgment  or  other  motivating  forces.   For  example,  the  big  money 
involved  in  defense  acquisitions  can  lead  to  influence-peddling  and 
contracting  fraud  and  abuse--as  found  in  the  "111  Wind" 
investigation. 

Defense  Contract  Pricing.   In  another  area  within  DOD,  contract 
overpricing  remains  a  significant  and  widespread  problem  that  costs 
taxpayers  billions  of  dollars  more  than  necessary  for  the  goods  and 
services  purchased.   While  DOD  has  taken  some  steps  to  address 
contract  overpricing  problems,  serious  shortcomings  remain. 
Specifically,  (1)  contractors'  cost-estimating  systems  are  often 
inadequate,  (2)  oversight  by  DOD  is  too  little  and  too  late,  and 
(3)  the  application  of  monetary  and  other  penalties  is  insufficient 
to  change  contractors'  behavior  in  any  meaningful  way. 

While  the  government  is  at  risk  for  overpricing  in  prime  contracts, 
it  is  particularly  at  risk  in  subcontracts.   Subcontracts 
frequently  account  for  more  than  50  percent  of  a  contract's  costs. 
DOD  relies  heavily  on  the  prime  contractor  and  the  quality  of 
contractor  cost-estimating  systems  to  ensure  reasonable  subcontract 
prices. 

Department  of  Energy  Contract  Management.   Still  other 
contracting  problems  arise  because  of  the  terms  of  government 
contracts.   For  example,  the  Department  of  Energy's  (DOE) 
contracting  approach  (that  is,  its  philosophy  of  "least 
interference"  and  mutuality  clauses)  has  led  to  contracts  that  have 
virtually  tied  DOE's  hands  in  terms  of  oversight.   For  example, 
they  have  required  DOE  to  reimburse  contractors  for  money  and 
materials  that  the  contractors'  own  employees  have  stolen  and  for 
fines  that  the  contractors  have  incurred  by  violating  environmental 
laws.   DOE'S  inability  to  effectively  oversee  contractor  operations 
has  resulted  in  excessive  subcontracting  costs,  missing  classified 
documents,  and  funding  of  unauthorized  projects. 
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Responding  to  calls  for  increased  oversight,  DOE  has  taken  steps  to 
reform  its  management  philosophy  and  practices  and  to  give 
contractors  more  incentive  to  act  responsibly.   DOE  is  realigning 
field  and  headquarters  organizational  relationships  to  build  better 
accountability  and  has  begun  to  revise  contracts  to  strengthen 
contractor  oversight.   However,  considering  DOE's  history  of 
reliance  on  contractors,  completing  these  changes  will  take  time 
and  a  significant  leadership  effort. 

Superfund  Program  Management.   The  Environmental  Protection 
Agency's  (EPA)  Superfund  program  was  created  in  1980  as  a  short- 
term  project  to  clean  up  the  nation's  worst  hazardous  waste  sites. 
Although  a  definitive  cost  estimate  for  completing  the  cleanup 
effort  has  yet  to  be  determined,  it  is  clear  that  in  the  coming 
decades  cleaning  up  thousands  of  Superfund  sites,  hundreds  of  which 
are  owned  by  the  federal  government,  could  cost  hundreds  of 
billions  of  dollars. 

Although  it  relies  heavily  on  contractors  to  perform  much  of  its 
cleanup  work,  EPA  ignored  long-standing  deficiencies  in  the 
management  of  its  contracts  until  this  past  year.   More 
specifically,  it  failed  to  properly  control  contractors'  costs  or 
reduce  Superfund 's  vulnerability  to  excessive  damage  claims 
resulting  from  contractors'  negligence. 

In  addition,  the  federal  government  lacks  an  adequate  system  for 
assessing  the  health  and  environmental  risks  posed  by  Superfund 
sites  relative  to  other  environmental  problems.   Without  this 
information,  priorities  cannot  be  set  or  resources  allocated 
effectively.   Further,  EPA  has  recovered  only  a  small  fraction  of 
the  Superfund  resources  that  it  has  spent.   As  of  September  30, 
1992,  EPA  had  collected  just  10  percent  of  the  $5.7  billion  that  it 
had  classified  as  recoverable  from  responsible  parties.   However, 
because  it  lacks  complete  data  on  its  past  recovery  efforts,  EPA 
cannot  explain  this  low  repayment  rate.   Also,  although  EPA  has 
recently  proposed  regulations  to  change  its  approach  to  recovering 
indirect  costs,  so  far  it  has  excluded  over  $1  billion  in  prior 
costs  from  its  recovery  efforts.   In  addition,  potential  recoveries 
have  been  reduced  by  the  Superfund  law's  restrictions  on  charging 
interest. 

NASA  Contract  Management.   The  National  Aeronautics  and  Space 
Administration's  (NASA)  procurement  budget  is  one  of  the  largest  of 
all  civilian  agencies  in  the  federal  government.   Since  the  late 
1980s,  NASA  has  acknowledged  that  its  contract  management  is 
vulnerable  to  waste  and  mismanagement. 

NASA's  contract  management  difficulties  have  been  largely  linked  to 
three  major  internal  problems.   First,  its  planning  has  not  been 
realistic  and  has  been  based  on  a  much  higher  level  of  funding  than 
was  likely  to  be  made  available.   Since  about  90  percent  of  NASA's 
funds  are  spent  on  contracts,  adjusting  to  lower  than  expected 
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funding  levels  often  involves  extending  schedules,  thereby 
increasing  contract  costs.   Second,  NASA  has  sometimes  used 
ineffective  procedures  and  systems  to  oversee  and  manage 
contractors.   The  lack  of  uniform  testing  policies  and  the 
inability  to  adequately  oversee  contractors'  activities  contributed 
to  problems  such  as  those  affecting  the  GOES-Next  weather 
satellites.   Further,  problems  with  cost  reporting,  property 
management,  accounting,  and  information  systems  have  impaired 
NASA's  ability  to  monitor  contracts.   Finally,  some  of  NASA's  field 
centers  have  not  been  fully  complying  with  governmentwide,  agency, 
or  field  center  contract  management  requirements,  primarily  because 
they  were  operating  with  ineffective  guidance  and  oversight  from 
NASA  headquarters . 

NASA's  management  has  initiated  several  improvement  efforts.   Many 
of  its  initiatives  are  intended  to  help  the  agency  regain  control 
over  the  cost,  schedule,  and  technical  performance  of  contractors. 
In  principle,  we  support  NASA's  initiatives  and  believe  they  offer 
the  promise  of  eventual  improvement  in  the  agency's  ability  to 
adequately  oversee  its  contractors.   However,  given  the  magnitude 
and  longstanding  nature  of  NASA's  problems  in  contract  management 
and  related  areas,  its  management  faces  a  formidable  challenge. 
The  problems  will  not  be  corrected  quickly  and  sustained  effort 
will  be  required. 

Accountability  Issues 

Both  lending  and  insuring  and  contracting  issues  are  affected  by 
accountability  problems.   However,  for  another  group  of  high-risk 
areas,  accountability  poses  the  primary  problem  they  face.   All 
have  serious  difficulties  in  obtaining  and  maintaining  current  and 
accurate  information  on  program  operations  or  activities.   They 
lack  accurate  and  timely  financial  and  other  information  necessary 
to  manage,  and  agency  practices  permit  or  condone  inefficient  and 
ineffective  program  operations.   The  areas  in  this  category  are 

--  defense  inventory  management, 

—  Internal  Revenue  Service  receivables, 
--  managing  the  Customs  Service, 

--  management  of  overseas  property, 

—  Federal  Transit  Administration  grant  management,  and 

—  asset  forfeiture  programs. 

Defense  Inventory  Management.   In  the  area  of  inventory 
management,  DOD  has  wasted  billions  of  dollars  on  excess  supplies 
and  spare  parts  (currently  estimated  at  about  $40  billion), 
burdened  itself  with  the  need  to  maintain  them,  and  failed  to 
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acquire  the  tools  or  expertise  to  manage  them  effectively.   These 
problems  have  been  caused  by  DOD's  traditional  failure  to  stress 
the  importance  of  proper  inventory  management  or  to  provide  its 
personnel  with  the  needed  tools  and  incentives  to  promote 
satisfactory  performance.   DOD  uses  inadequate  data,  fails  to  use 
new  and  more  effective  business  techniques  that  would  allow  lower 
inventory  levels,  and  believes  that  keeping  large  inventories  is 
the  way  to  ensure  that  it  is  always  able  to  fill  orders. 
Weaknesses  in  DOD  inventory  records,  in-transit  controls,  computer 
systems,  and  physical  security  programs  create  rampant 
opportunities  for  theft  and  mismanagement. 

DOD  has  recognized  that  changes  to  its  business  processes  are 
essential.   For  example,  the  establishment  of  the  Defense  Business 
Operations  Fund  (DBOF)  has  helped  focus  DOD  on  the  need  to  operate 
its  support  activities,  such  as  supply  operations,  in  a  more 
business  like  manner.   DBOF  is  aimed  at  charging  the  military  units 
the  full  cost  of  services  and  supplies  provided  to  them. 
Previously,  military  units  received  services  and  supplies  either 
free  of  charge  or  at  less  than  full  cost.   The  practice  of  charging 
the  military  units  full  costs  for  services  and  supplies  should  help 
provide  financial  discipline  and  should  also  save  money  by 
providing  the  units  with  incentives  to  replace  items  only  when 
necessary  and  by  putting  pressure  on  the  supply  system  to  introduce 
more  efficient  operations  and  drive  the  cost  down  as  questions  are 
raised  about  the  cost  of  items. 

Internal  Revenue  Service  Receivables.   The  Internal  Revenue 
Service  (IRS)  is  responsible  for  routine  tax  collection  and  for 
pursuing  delinquent  payments.   Although  IRS  routinely  collects 
about  a  trillion  dollars  each  year,  its  efforts  to  collect 
delinquent  taxes  have  been  inefficient  and  unbalanced.   As  a 
result,  billions  of  dollars  in  taxes  remain  uncollected, 
representing  a  serious  loss  of  revenue  for  the  government. 

Several  problems  have  interfered  with  IRS's  ability  to  collect 
unpaid  taxes.   IRS's  records  are  inaccurate  and  insufficient;  its 
collection  process  is  lengthy,  antiquated,  rigid,  and  inefficient; 
it  has  had  difficulty  balancing  collection  efforts  with  the  need  to 
protect  the  taxpayer;  its  decentralized  structure  tends  to  blur 
lines  of  responsibility  and  accountability;  and  it  does  not  have 
enough  information  to  allocate  staff  effectively. 

While  IRS  has  begun  to  develop  some  much  needed  information  on  the 
accounts  receivable  inventory,  taken  a  step  toward  establishing  a 
unified  collection  strategy  by  appointing  an  accounts  receivable 
executive  officer,  and  included  collection  goals  in  its  strategic 
planning  process,  many  areas  have  yet  to  be  addressed.   These 
include  gathering  more  and  better  data  and  removing  organizational 
impediments  to  collections.   Further,  the  Congress  could  revisit 
the  issue  of  the  appropriate  balance  between  the  need  to  protect 
taxpayers  and  the  need  to  collect  delinquent  tax  debts. 
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Managing  the  Customs  Service.   Another  high-risk  area,  the 
Customs  Service,  cannot  ensure  that  it  is  meeting  its 
responsibilities  to  combat  unfair  foreign  trade  practices  or 
protect  the  public  from  unsafe  goods.   It  did  not  detect  about  84 
percent  of  the  estimated  trade  law  violations  in  imported  cargo 
during  fiscal  year  1991.   Also,  the  Customs  financial  management 
system  does  not  provide  reliable  information  on  operating  costs  and 
the  status  of  accounts  receivable,  lacks  data  integrity  in  the 
general  ledger,  makes  contract  payments  without  proof  of  delivery 
or  acceptance  of  goods  and  services,  and  has  weak  internal  controls 
over  overtime  payments  to  Customs  inspectors. 

Customs  lacks  an  effective  strategic  management  process  to  guide 
its  operations  and  establish  accountability  for  performance. 
Further,  it  is  experiencing  related  weaknesses  in  information 
management,  financial  management,  human  resource  management, 
performance  management,  and  organizational  structure.   Left 
uncorrected,  these  weaknesses  could  hinder  Customs'  capacity  to 
meet  the  challenges  of  the  changing  world  trade  environment. 

AGENCIES  ARE  TAKING  ACTIONS 
TO  ELIMINATE  PROBLEMS 

While  the  areas  discussed  so  far  have  focused  primarily  on  the 
management  and  programmatic  problems  facing  many  agencies, 
substantial  strides  in  improving  the  conditions  within  some  program 
areas  have  also  occurred.   In  the  past,  agencies  often  either 
refused  to  recognize  problems  or  argued  that  procedures  in  place 
ensured  that  the  program(s)  operated  as  intended.   Now,  however, 
some  are  more  openly  recognizing  problems  and  are  developing  and 
implementing  programs  to  eliminate  them  or  mitigate  their  impact. 

The  following  examples  demonstrate  some  of  this  changed  thinking 
and  the  corrective  actions  taken. 

—  Until  recently,  the  Federal  Transit  Administration  (FTA)  focused 
its  resources  on  awarding  grants  rather  than  on  ensuring  their 
proper  use.   FTA's  ineffective  oversight  of  transit  grants  has 
enabled  grant  recipients  to  misuse  millions  of  dollars  in 
federal  funds.   Grant  recipients'  problems  with  financial 
management,  procurement,  and  inventory  control  have  gone 
undetected  or  uncorrected  for  as  long  as  a  decade  or  more.   In 
the  spring  of  1992,  FTA  acknowledged  the  problems  cited  by  us 
and  by  Transportation's  inspector  general  and  began  implementing 
an  oversight  strategy.   The  success  of  this  strategy  will 
ultimately  depend  on  the  support  that  the  administration  and  the 
Congress  give  to  FTA's  efforts  to  impose  appropriate  controls  on 
grant  recipients.   If  carried  out  in  full,  the  new  strategy 
should  substantially  improve  grant  recipients'  compliance  and 
better  safeguard  federal  transit  dollars. 
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—  At  the  Department  of  State,  management  of  its  overseas 
properties  has  been  a  chronic  problem  due  to  lax  oversight, 
inadequate  information  systems,  insufficient  maintenance,  and 
poor  planning.   After  years  of  neglect  and  broken  promises  of 
action.  State's  Office  of  Foreign  Buildings  Operations  has  begun 
to  correct  some  of  its  problems.   It  intends  to  establish 
priorities  for  construction  projects  based  on  specific  criteria, 
to  better  evaluate  contractors'  performance,  to  hire  additional 
qualified  staff,  to  survey  the  maintenance  conditions  of  posts 
worldwide,  and  to  improve  information  systems.   While  these 
reforms  offer  promise,  some  key  improvements  are  still  in  the 
initial  stages  and  will  take  years  to  implement.   It  is 
important  that  State  continue  these  efforts  to  make  long-lasting 
improvements,  especially  in  view  of  the  increased  work  load  and 
the  demand  for  resources  associated  with  opening  new  posts  in 
the  former  Soviet  Union. 

—  In  the  asset  forfeiture  area,  the  Department  of  Justice,  the 
Customs  Service,  and  the  Congress  have  taken  actions  to 
eliminate  several  major  problems.   The  Congress  established 
asset  forfeiture  funds  at  both  agencies,  into  which  proceeds 
from  seizure  activities  are  deposited  and  are  used  to  finance 
program  expenses.   Previously,  expenses  were  paid  from  agency 
appropriations  for  salaries  and  expenses,  providing  little 
incentive  for  the  agencies  to  properly  manage  and  maintain 
seized  property.   Further,  Justice  and  Customs  established 
policies  to  minimize  delays  in  depositing  seized  cash  and  have 
established  systems  for  overseeing  seized  cash  operations. 
Finally,  both  agencies  have  made  considerable  progress  in 
establishing  systems  to  produce  the  reliable  inventory  data 
needed  to  make  informed  management  decisions. 

SOME  PROBLEMS  IN  HIGH-RISK  AREAS 
PERVADE  FEDERAL  AGENCIES 

Our  transition  series  contains  three  crosscutting  reports  that  bear 
directly  on  the  problems  in  the  17  high-risk  areas.   Despite  the 
wide  differences  between  the  types  of  programs  in  the  high-risk 
areas,  their  intended  goals  and  objectives,  and  their  organization 
structures  and  methods  of  operation,  they  share  several  common 
problems.   Foremost  among  these  problems  are  financial  management, 
information  management,  and  general  management  deficiencies. 

Pervasive  Financial  Management  and  Accounting 
Systems  Problems  Are  Targeted  by  the  CFO  Act 

The  federal  government  manages  hundreds  of  programs,  many  of  them 
individually  larger  than  our  nation's  biggest  publicly  owned 
corporations,  without  adequate  knowledge  of  their  financial 
condition  and  results  achieved.   Widespread  financial  management 
weaknesses  cripple  our  leaders'  efforts  to  effectively  manage  and 
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oversee  federal  programs.   For  example,  recent  audits  have  found 
the  following: 

--  The  financial  records  of  the  Army  and  the  Air  Force  required 
over  $200  billion  in  adjustments  to  improve  the  accuracy  of 
related  financial  reports. 

--  The  National  Aeronautics  and  Space  Administration's  year-end 

financial  reports  to  the  Treasury  Department  contained  over  $500 
million  in  errors. 

--  The  government's  accounting  control  over  the  almost  $2  billion 
Indian  Trust  Fund  has  been  so  poor  that  it  has  been  unable  to 
reconcile  accounts  for  over  half  a  century,  and  the  Fund  has 
incurred  millions  of  dollars  in  unnecessary  losses. 

--  The  Department  of  Veterans  Affairs  lacks  information  on  the 
operating  costs  of  its  172  hospitals  and,  as  a  result,  program 
managers  cannot  determine  which  facilities  are  working  well  and 
which  procedures  are  not  cost-effective. 

The  government  can  no  longer  afford  to  operate  this  way.   It  must 
address  three  major  areas  of  weakness:   inadequate  or  erroneous 
financial  data,  unreliable  financial  systems  and  controls,  and  the 
general  lack  of  results-oriented  reports  on  financial  condition  and 
operating  performance. 

Our  financial  audits  of  the  larger  federal  agencies  regularly 
identify  tens  of  billions  of  dollars  in  accounting  errors  as  well 
as  serious  gaps  in  information.   These  problems  undermine  the 
government's  ability  to  effectively  perform  basic  financial 
management  functions,  make  informed  decisions,  and  conduct  adequate 
oversight  of  taxpayer  funds.   Further,  breakdowns  in  financial 
systems  and  controls  not  only  waste  billions  of  dollars,  but  also 
reinforce  the  deeply  rooted  public  perception  that  the  government 
cannot  effectively  manage  the  taxpayers'  money.   Finally,  while  the 
government  has  a  flood  of  cash-based  information,  it  has  collected 
little  data  to  monitor  the  cost  of  programs  and  to  measure  their 
performance.   This  makes  it  extremely  difficult  to  manage 
effectively,  determine  results  achieved  with  public  funds,  and 
establish  reasonable  spending  priorities. 

The  CFO  Act  provides  the  roadmap  to  reform 

A  growing  consensus  on  the  seriousness  of  the  government's 
financial  management  problems  culminated  in  the  November  1990 
enactment  of  the  Chief  Financial  Officers  (CFO)  Act.   Senator 
Glenn,  you  and  the  members  of  this  Committee  are  to  be  commended 
for  being  a  driving  force  behind  passage  of  this  legislation--the 
most  far-reaching  financial  management  legislation  in  40  years  and 
one  that  provides  an  excellent  blueprint  for  reform. 
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To  address  the  historic  lack  of  priority  given  to  financial 
management,  the  act  established  a  much  needed  leadership  structure 
consisting  of  a  new  Deputy  Director  for  Management  and  a  Controller 
in  0MB  and  professionally  qualified  CFOs  in  all  major  departments. 
These  CFOs  are  to  report  directly  to  agency  heads  and  are  to  be 
given  broad  authority  for  financial  management.   Also,  the  act 
establishes  a  CFO  Council  to  address  common  issues. 

The  CFO  framework  offers  great  hope  for  improving  government 
management,  but  the  government  is  a  long  way  from  achieving  the 
act's  objectives  and  fixing  its  high-risk  problems.   While  some 
progress  has  been  made,  a  greater  sense  of  urgency  is  needed  in 
solving  the  problems.   The  tone  of  top  management  will  be  very 
important  in  sustaining  and  building  upon  current  improvement 
initiatives.   Changing  a  government  culture,  which  has  not  always 
seen  financial  management  as  important,  is  difficult,  especially  if 
efforts  are  not  sustained  or  are  not  perceived  as  important. 

Without  concerted  action  to  implement  the  CFO  Act,  including 
attention  by  the  new  President  and  the  Cabinet  and  strong  support 
by  agency  program  managers,  the  government  will  remain  devoid  of 
accountability,  hampered  in  its  ability  to  make  informed  decisions, 
and  embarrassingly  unable  to  explain  the  results  achieved  by  the 
use  of  trillions  of  dollars  collected  from  the  nation's  citizens. 
The  Congress  made  its  expectations  clear  when  it  enacted  the 
landmark  CFO  legislation  as  a  bipartisan  initiative.   Its  continued 
support  and  additional  oversight  and  actions  by  the  President  and 
OMB  are  critical. 

Along  this  line,  as  you  know  from  our  testimony  on  the  Army 
financial  audit,  the  broad  scope  pilot  efforts  required  by  the  CFO 
Act  have  produced  significant  benefits,  as  acknowledged  by  Army 
Secretary  Stone.   The  act's  pilot  project  will  need  to  be  renewed 
this  summer  if  the  program  is  to  continue.   We  hope  that  you  will 
continue  your  support  of  the  agencywide  audits  and  of  the  act's 
other  provisions. 

Further,  we  believe  that  the  Congress  should 

—  amend  the  CFO  Act  to  require  audited  financial  statements  on  an 
annual  basis  for  all  major  agencies  and  the  government  overall, 

—  focus  closely  on  CFO  appointments  to  ensure  the  qualifications 
of  these  individuals, 

—  conduct  annual  oversight  hearings  using  the  CFOs'  annual  reports 
and  audited  financial  statements,  and 

—  provide  necessary  funding  support  for  financial  reform  efforts 
through  investments  in  modern  systems,  personnel  development, 
expanded  financial  reporting  and  auditing,  and  a  strengthened 
Office  of  Federal  Financial  Management. 

17 


no 


Information  Management  and  Technology 
Deficiencies  Are  Widespread  and  Costly 

The  federal  government  spends  over  $20  billion  annually  on  new 
technology--and  tens  of  billions  more  running  current  systems. 
Despite  the  magnitude  of  this  investment,  agency  after  agency  still 
lacks  critical  information  needed  to  analyze  programmatic  issues, 
manage  agency  resources,  control  expenditures,  and  demonstrate 
measurable  results. 

The  effect  of  information  systems  management  weaknesses  is 
demonstrated  by  the  following  ejwmples: 

--  Poor  information  systems  are  aggravating  the  current  crisis  in 
health  care  financing.   Medicare,  for  example,  mistakenly  paid 
out  over  a  billion  dollars  for  services  already  covered  by  other 
insurers,  in  part  because  of  inadequate  data.   Equally 
important,  patient  care  and  the  related  reimbursement  and 
insurance  systems  still  heavily  depend  on  paper  records  that 
intrinsically  limit  the  capacity  to  retrieve  and  process 
critical  data.   A  recent  estimate  indicated  that  better  use  of 
electronic  interchange  could  yield  cost  savings  of  $4  billion  to 
$10  billion  annually. 

—  During  the  past  25  years,  the  Internal  Revenue  Service  has  twice 
tried  and  failed  to  modernize  its  antiquated  tax-processing 
system.   Unreliable  and  unresponsive,  this  system  impedes  IRS's 
ability  to  collect  and  account  for  tax  revenues,  deal  with  a 
reported  (but  much  overstated)  $111  billion  in  accounts 
receivable,  and  narrow  the  annual  tax  gap  estimated  at  about 
$114  billion  for  1992. 

Sound  information  systems  management  is  essential  for  realizing 
potential  productivity  and  effectiveness  gains  achievable  with 
today's  technology.   Agency  leaders  need  to  make  their  information 
management  organization  a  strong  partner  in  determining  how  to 
efficiently  meet  the  strategic  needs  of  the  agency.   Agency  leaders 
must  adopt  a  management  philosophy  that  emphasizes  continuous 
improvement  of  business  practices.   However,  top  federal  executives 
continue  to  overlook  the  strategic  role  of  information  technology 
in  reengineering  business  practices.   Moreover,  information 
resource  managers  typically  lack  the  authority  and  resources  needed 
to  help  their  agencies  modernize  and  simplify  work  practices, 
define  information  needs,  and  ensure  the  most  effective  use  of 
information  resources. 

The  federal  acquisition  management  and  budget  processes  aggravate 
this  situation.   The  demand  for  certainty  in  the  system  development 
process  leads  project  managers  to  downplay  risks  and  problems-- 
resulting  in  missed  benefits  and  misspent  money.   Solving  these 
problems  will  depend  heavily  on  the  ability  of  top  executives  to 
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both  develop  a  strategic  framework  for  change  and  effectively 
marshal  their  agencies'  information  resources  talent.   In  addition, 
both  agencies  and  the  Congress  need  to  be  willing  to  experiment 
with  different  approaches  to  acquisition  management  and  budget 
processes.   Experimentation  may  lead  to  broad-based  agreement  on 
better  acquisition  management  models  that  could  help  agencies  build 
the  information  technology  base  they  need  to  dramatically  improve 
their  operations  and  better  serve  the  American  people. 

The  Congress,  the  President,  and  the  Office  of  Management  and 
Budget  must  play  active  roles  in  correcting  the  government's 
information  management  problems.   In  this  area,  the  Congress 
should,  among  other  things, 

—  ensure  that  0MB  has  appropriate  leadership,  staff  resources,  and 
funding  to  strengthen  its  management  function  in  information 
technology; 

—  focus  closely  on  the  confirmation  of  the  appointment  of  the 
Director  of  the  Office  of  Information  and  Regulatory  Affairs  to 
ensure  the  qualifications  of  this  individual; 

—  hold  agency  heads  accountable  for  developing  and  following  a 
strategic  framework  for  reengineering  business  processes  that 
involves  the  information  systems  function  in  decision-making; 
and 

—  support  and  monitor  agency  experiments  in  using  innovative 
methods  for  budgeting  and  managing  large-scale  information 
technology  acquisitions. 

Breakdowns  in  General  Management  Functions 
Exist  Throughout  Federal  Programs  and  Operations 

Over  the  years,  our  work  has  identified  extensive  management 
problems  across  the  spectrum  of  federal  activities:   important 
program  objectives  are  not  being  met,  funds  are  wasted,  major 
projects  are  over  budget  and  behind  schedule,  and  monies  due  are 
not  collected.   These  problems  have  existed  for  many  years  and 
efforts  to  correct  them  have  resulted  in  incremental  improvements 
to  the  overall  system  of  management,  such  as  better  cash  and  debt 
management.   But  in  too  many  cases,  management  problems  persist 
long  after  they  have  been  brought  to  light  and  long  after  agencies 
have  agreed  to  correct  them.   This  occurs  because  the  piecemeal 
actions  taken  have  not  effectively  addressed  the  root  causes  of 
these  problems. 

Identifying  the  problems  is  not  enough.   Policymakers  and  managers 
need  to  understand  the  sources  of  the  problems  in  the  first  place 
and  then  systematically  change  them  by  attacking  their  root  causes. 
At  least  three  fundamental  conditions  individually  and  collectively 
present  formidable  obstacles  to  good  management. 
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--  Diffused  accountability  for  program  results.   The  Congress,  the 
President,  and  individual  federal  agencies  have  yet  to  create  a 
results-oriented  environment  in  which  managers  focus  on  a 
program's  results--such  as  reducing  childhood  diseases — and  not 
just  on  producing  an  output--such  as  administering  vaccines. 
Often  the  results  agencies  are  trying  to  achieve  or  who  is 
responsible  for  doing  what  is  not  clear. 

--  Short-term  mentality  deters  good  management.   Several  factors 
create  an  environment  that  encourages  short-term  actions  in  the 
face  of  long-term  management  problems.   First,  top  positions 
often  are  filled  by  political  appointees  who  generally  do  not 
focus  on  long-term  management  issues.   Second,  the  budget 
process  focuses  on  single-year  increments  and  is  cash  based; 
therefore,  it  does  not  provide  sufficient  perspective  on  the 
long-term  costs  and  benefits  of  policy  choices.   And  third, 
sustained  cuts  in  agency  operating  budgets  and  underinvestment 
in  public  service  have  diminished  the  ability  to  manage  well. 

--  Government  machinery  inhibits  results-oriented  action. 

Traditionally,  central  management  agencies  have  tried  to  control 
and  regulate  line  agency  actions.   Programs  and  statutes  with 
similar  objectives  are  scattered  across  and  applicable  to 
various  agencies  or  subcomponents.   Further,  complex 
organizational  networks  and  overlapping  statutes  have  evolved  in 
various  program  areas  over  the  years.   These  complicate  the 
government's  ability  to  establish  accountability,  set 
priorities,  and  focus  its  resources  on  accomplishing  stated 
objectives . 

It  is  time  to  address  these  problems,  and  the  Congress,  the 
President,  and  the  Office  of  Management  and  Budget  each  has  a  role. 
The  Congress  should 

--  promptly  consider  legislation  to  require  agencies  to  articulate 
their  goals  and  missions,  develop  implementation  plans  and 
measures  tied  to  their  missions,  and  report  annually  on  program 
results; 

--  ensure  that  0MB  has  the  appropriate  resources  to  ensure 
effective  leadership  in  the  management  arena; 

--  continue  support  for  the  effective  implementation  of  the  CFG  Act 
and  the  Pay  Reform  Act;  and 

—  support  agency  innovation  through  the  use  of  pilots  and  grants 
of  flexibility  in  selected  policy  areas. 
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CONCLUSIONS 

Over  the  past  3  years,  initiatives  by  the  Congress,  the 
administration,  and  federal  agency  officials  suggest  a  renewed 
interest  in  and  willingness  to  face  up  to  widespread  and  costly 
problems  in  federal  programs.   However,  it  is  too  early  to  evaluate 
the  impact  of  these  actions  on  the  condition  of  these  programs; 
their  vulnerability  to  fraud,  waste,  abuse,  and  mismanagement;  and 
their  ability  to  reduce  or  eliminate  losses  and  make  the  programs 
more  efficient  and  effective. 

Clearly,  however,  the  government  cannot  afford  to  falter  in  its 
efforts  to  bring  these  initiatives  to  completion  and  to  build  upon 
its  successes  while  learning  from  its  mistakes.   We  must  develop 
new  and  innovative  ways  to  strengthen  federal  programs  and  rekindle 
the  American  taxpayer's  faith  in  our  ability  to  manage  federal 
programs . 

While  the  Congress  can  help,  the  administration — the  President  and 
OMB--will  be  the  force  that  can  ensure  real  progress  here.   If  the 
new  administration  will  do  its  part  and  intensify  efforts  to  deal 
with  the  specific  high-risk  areas  we  and  OMB  have  targeted  and 
adopt  the  overall  recommendations  we  have  made  in  the  transition 
reports,  we  should  see  a  rapid  reduction  in  both  the  number  and 
severity  of  high-risk  problems  and  in  the  incidence  of  fraud, 
waste,  abuse,  and  mismanagement. 

The  continuation  of  several  specific  activities  is  also  essential. 
All  provisions  of  the  Chief  Financial  Officers  Act  must  be 
implemented.   Unfortunately,  the  results  of  our  high-risk  and  other 
audits  show  that  we  have  a  long  way  to  go  before  we  can  claim 
success  in  this  area.   Financial  management  and  information 
resource  management  problems  are  pervasive;  agency  internal  control 
systems  often  provide  little,  if  any,  assurance  that  programs  are 
operating  as  intended;  and  few  agencies  have  developed  meaningful 
performance  measures  for  use  in  evaluating  program  operations. 

Despite  this  reality,  we  must  not  give  up  hope.   The  Congress,  the 
administration,  and  agency  management  must  remain  committed  to  the 
objectives  of  the  act  and  work  to  satisfy  those  purposes.   The 
transition  series  reports  on  financial  management,  information 
management,  and  general  management  contain  recommendations  to  the 
Congress,  the  President,  and  the  Office  of  Management  and  Budget 
that,  if  acted  upon,  should  help  strengthen  the  management  and 
operation  of  federal  programs  and  reduce  losses  due  to  fraud, 
waste,  abuse,  and  mismanagement. 

Finally,  we  must  recognize  that  our  high-risk  program  is  currently 
examining  only  17  areas.   Even  adding  OMB's  high-risk  program 
(which  includes  about  100  areas)  to  ours,  these  programs  cover  only 
a  small  percentage,  at  best,  of  the  problem  areas  throughout  the 
government.   The  Congress,  the  administration,  and  agency  officials 
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must  remain  diligent  in  overseeing  efforts  to  correct  all  problems 
identified  in  federal  programs,  not  just  those  identified  through 
high-risk  programs  or  the  annual  reports  required  by  the  Financial 
Integrity  Act.   The  corrective  actions  needed  may  be  relatively 
easy  to  implement  or  they  may  require  new  or  significantly  amended 
legislation  or  governmentwide  directives.   Regardless  of  the 
complexity  and  difficulty  of  implementing  needed  corrective 
actions,  they  must  be  pursued  to  completion. 

For  our  part,  we  will  continue  to  review  the  spectrum  of  federal 
programs  and  activities  to  ensure  that  we  remain  focused  on  the 
most  important  high-risk  areas . 

Mr.  Chairman,  that  concludes  my  prepared  statement.   At  this  time, 
I  will  be  glad  to  respond  to  any  questions  you  or  other  Committee 
members  have . 
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